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Background 

The Office of the Comptroller of the Currency (OCC) was es¬ 
tablished in 1863 as a bureau of the Department of the Trea¬ 
sury. The OCC is headed by the Comptroller, who is appointed 
by the President, with the advice and consent of the Senate, 
for a five-year term. 

The OCC regulates national banks by its power to: 

• Examine the banks; 

• Approve or deny applications for new charters, 
branches, capital, or other changes in corporate or 
banking structure; 

• Take supervisory actions against banks that do not 
conform to laws and regulations or that otherwise 
engage in unsound banking practices, including re¬ 
moval of officers, negotiation of agreements to 
change existing banking practices, and issuance of 
cease and desist orders; and 

• Issue rules and regulations concerning banking prac¬ 
tices and governing bank lending and investment 
practices and corporate structure. 

The OCC divides the United States into six geographical dis¬ 
tricts, with each headed by a deputy comptroller. 

The OCC is funded through assessments on the assets of 
national banks, and federal branches and agencies. Under the 
International Banking Act of 1978, the OCC regulates federal 
branches and agencies of foreign banks in the United States. 

The Comptroller 

Comptroller John D. Hawke Jr. has held office as the 28th 
Comptroller of the Currency since December 8, 1998, after 


.Julie L. Williams 

.Mark A. Nishan 

.... Edward J. Hanley 

.Leann G. Britton 

Emory Wayne Rushton 
.. Jonathan L. Fiechter 

.Mark A. Nishan 

.Steven M. Yohai 

.... Samuel P. Golden 

being appointed by President Clinton during a congressional 
recess. He was confirmed subsequently by the United States 
Senate for a five-year term starting on October 13, 1999. Prior 
to his appointment Mr. Hawke served for 3y2 years as Under 
Secretary of the Treasury for Domestic Finance. He oversaw 
development of policy and legislation on financial institutions, 
debt management, and capital markets; served as chairman of 
the Advanced Counterfeit Deterrence Steering Committee; and 
was a member of the board of the Securities Investor Protec¬ 
tion Corporation. Before joining Treasury, he was a senior part¬ 
ner at the Washington, D.C. law firm of Arnold & Porter, which 
he joined as an associate in 1962. In 1975 he left to serve as 
general counsel to the Board of Governors of the Federal Re¬ 
serve System, returning in 1978. At Arnold & Porter he headed 
the financial institutions practice. From 1987 to 1995 he was 
chairman of the firm. 

Mr. Hawke has written extensively on the regulation of financial 
institutions, including Commentaries on Banking Regulation, 
published in 1985. From 1970 to 1987 he taught courses on 
federal regulation of banking at Georgetown University Law 
Center. He has also taught courses on bank acquisitions and 
serves as chairman of the Board of Advisors of the Morin 
Center for Banking Law Studies. In 1987 Mr. Hawke served on 
a committee of inquiry appointed by the Chicago Mercantile 
Exchange to study the role of futures markets in the October 
1987 stock market crash. He was a founding member of the 
Shadow Financial Regulatory Committee, and served on it un¬ 
til joining Treasury. 

Mr. Hawke was graduated from Yale University in 1954 with 
a B.A. in English. From 1955 to 1957 he served on active 
duty with the U.S. Air Force. After graduating in 1960 from 
Columbia University School of Law, where he was editor-in- 
chief of the Columbia Law Review, Mr. Hawke clerked for 
Judge E. Barrett Prettyman on the U.S. Court of Appeals for 
the District of Columbia Circuit. From 1961 to 1962 he was 
counsel to the Select Subcommittee on Education, U.S. House 
of Representatives. 
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Condition and Performance of Commercial Banks 


The profitability of the banking industry weakened in the 
second quarter, particularly for large banks. This quarter 
we analyze the sources of the decline in earnings and 
explore whether the drop-off in profitability is likely to be 
temporary or prolonged. 

Summary of Condition and 
Performance 

Commercial banks reported a significant decline in their 
aggregate earnings in the second quarter of 2000. Net 
income for the commercial banking industry dropped to 
$14.7 billion, down 25 percent from the record earnings 
set in the first quarter and 13 percent from the second 
quarter of 1999. The return on assets (ROA) and return on 
equity (ROE) for the banking industry declined to less 
than 1 percent and 12 percent, respectively, (as shown in 
the top panel of Table 1), their lowest levels in almost a 
decade. 

The decline in profitability was primarily focused in larger 
institutions due to a slowdown in the growth of noninterest 
income, higher realized security losses, and higher provi¬ 
sioning for loan losses. The increase in provisioning was 
spurred by the continued slippage in credit quality for 
commercial and industrial (C&l) loans. These negative de¬ 
velopments, which were exacerbated by restructuring 
charges at a few large institutions, affected small banks 
much less than large banks in the second quarter. Corre¬ 
spondingly, two-thirds of the banking industry, by number 
of banks, experienced earnings gains in the second quar¬ 
ter, an increase of 10 percentage points from the same 
quarter a year ago. 

The second quarter drop-off in aggregate earnings and 
profitability was more pronounced at national banks than 

Table 1 


All commercial banks 


Net Income 

ROA 

ROE 

Banks with earnings gains 

June 1999 
$16.9 billion 

1.25 % 

14.5 % 

57 % 

June 2000 
$14.7 billion 

0.99 % 

11.8 % 

67 % 

National banks 


June 1999 

June 2000 

Net Income 

$11.0 billion 

$6.6 billion 

ROA 

1.39 % 

0.80 % 

ROE 

15.8 % 

9.4 % 

Banks with earnings gains 

57 % 

66 % 


for all commercial banks, as shown in the bottom panel of 
Table 1. This reflects the focus of negative earnings trends 
in large banks and the high proportion of large banks with 
a national charter. National banks account for almost one- 
half of all banks with assets over $1 billion, but only one- 
quarter of all banks with assets under $1 billion. 

Assets of all commercial banks grew by $515 billion, or 
9.4 percent, from June 1999 while the number of banks 
fell by 197. Assets of national banks increased by 5.3 
percent while the number of national banks declined by 
107. 

Key Trends 

Bank profitability weakened in the second quarter as the 
primary engine of recent revenue growth, noninterest in¬ 
come, slowed while realized security losses and loan loss 
provisions increased. These negative trends affected 
large banks to a greater degree than small banks. Hence 
the ROE for commercial banks with over $1 billion in as¬ 
sets declined 350 basis points from the second quarter a 
year ago to 11.4 percent, while the ROE for banks with 
under $1 billion in assets rose 65 basis points to 13.4 
percent. 

Revenue growth. Noninterest income growth accelerated 
in the late 1990s as banks sought alternative sources of 
revenue to offset the compression in net interest margin 
they were facing on lending activities.'' Noninterest in¬ 
come grew at about three times the pace of net interest 
income in 1999, as shown in Eigure 1. A significant por¬ 
tion of this growth came from large banks as they moved 
into “market-sensitive” sources of noninterest revenue 
such as brokerage and trading activities and investment 
banking. Although potentially highly profitable, these ac¬ 
tivities also have the potential for greater variability due to 
fluctuations in equity markets. That potential volatility was 
evident in the second quarter as trading revenue and 
other “market-sensitive” noninterest income slowed for 
large banks. Noninterest income is up 7 percent so far 
this year, only slightly faster than the growth in net interest 
income. 

Security losses. Rising interest rates over the last 15 
months depreciated the value of securities held by banks. 


' For a more detailed analysis of the growing reliance on 
noninterest income and its implications see the “Condition and Per¬ 
formance of Commercial Banks” article in the OCC Quarterly Jour¬ 
nal, Vol. 19, No. 2, June 2000. 
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Figure 1—Growth rate of noninterest income siows 

Commercial banks Percent 



'Change in data as of June 30, 2000 from June 30, 1999. 

Source: Integrated Banking Information System 

Consequently, security sales went from an addition to a 
drain on earnings. As shown in Figure 2, realized losses 
on security sales set a new quarterly record and ex¬ 
ceeded $1 billion in the second quarter. Large banks— 
those with assets over $1 billion—accounted for almost all 
(96 percent) of those losses. 

Figure 2—Reaiized securities iosses increase in 
rising interest rates environment 

Commercial banks $ Billions 



Source: Integrated Banking Information System 

Security losses remain a potential drain to future earnings. 
Banks had a 2.3 percent depreciation in the value of their 
security holdings as of the second quarter, which is a 
slight improvement from the 2.5 percent depreciation they 
had as of the first quarter. Moreover, both large and small 
banks are holding security portfolios with roughly the 
same amount of depreciation. 

Provisioning and asset quality. Strong and stable asset 
quality was a critical element in maintaining high commer¬ 
cial bank profitability in the second half of the 1990s. Loss 
provisions remained low and relatively stable during this 
period, as shown in Figure 3. However, loss provisions for 
commercial banks increased to $7.2 billion in the second 
quarter, up almost 46 percent from a year ago and the 
highest level of provisions since coming out of the last 
recession. 


Figure 3—Loan loss provisions rise to highest level 
since 1992 

Commercial banks $ Billions 



Source: Integrated Banking Information System 


The increase in provisioning from a year ago reflects the 
slippage in credit quality commercial banks are currently 
experiencing. As shown in Figure 4, noncurrent loans in¬ 
creased at an 22 percent annual rate in the first half of 
2000, the fastest growth in noncurrent loans since the last 
recession. Noncurrent loans had been decreasing 
through 1997. 

Figure 4—^Annual change in noncurrent loans on 
the rise 

Commercial banks Percent change 



'Annualized change in 2000 through June 30 
Source: Integrated Banking Information System 

Deteriorating credit quality for C&l loans is driving the 
increase in noncurrent loans. Noncurrent C&l loans in¬ 
creased at a 55 percent annual rate in the first half of 
2000, as shown in Figure 5. The surge in C&l noncurrent 
loans comes on the heels of strong C&l loan growth in the 
second half of the 1990s and concern by regulators about 
loosening underwriting standards for commercial loans 
during that period. C&l loan growth averaged 11 percent 
in the second half of the 1990s compared to 7 percent 
growth for the rest of the loan portfolio. This is in stark 
contrast to the second half of the 1980s, when C&l loan 
growth averaged about one-fifth the growth in the rest of 
the loan portfolio. 
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Figure 5—Strong C&I loan growth since 1994 
followed by accelerating growth in noncurrent C&I 
loans 

Commercial banks 

Percent change Percent change 



'Annualized change in 2000 through June 30 
Source: Integrated Banking Information System 

The weakening in credit quality as measured by concur¬ 
rent ioans has thus far been refiected in C&I loans. The 
noncurrent ratio for C&I loans increased by 30 basis 
points over the last year and 46 basis points over the last 
two years, as shown in Figure 6. However, the percent of 
noncurrent loans for most other loan categories declined 
in the second quarter on a year-to-year comparison, in¬ 
cluding commercial real estate, construction real estate, 
credit card, and installment loans. 


Figure 6—Noncurrent C&I loans ratio on the rise 

Commercial banks Percent of loans nonourrent 



Source: Integrated Banking Information System 


The weakening in noncurrent C&I loans is occurring in an 
environment of relatively strong though moderating growth 
in the U.S. economy. This raises concern about the pos¬ 
sible impact on credit quality if the U.S economy were to 
slow further or slip into a recession. 

Concern about future credit quality increases the likeli¬ 
hood that banks will have to increase provisioning further 
to maintain or boost their loss reserve ratios. The ratio of 
loan loss reserves to total loans for commercial banks 
peaked at 2.7 percent following the 1990-1991 recession. 


The industry-wide loss reserve ratio has been falling since 
the early 1990s, falling to 1.7 percent as of the second 
quarter 2000, as shown in Figure 7. The decline in the 
reserve ratio was one of the factors contributing to the 
high level of bank profitability in the second half of the 
1990s. This option is likely to be unavailable to banks in 
coming quarters if credit quality conditions deteriorate 
significantly. 

Figure 7—Decline In loan loss reserves to loans 
ratio may be coming to an end 



84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 * 

*2000 data as of June 30. All other data as of year-end. 

Source: Integrated Banking Information System 

Conclusions 

Banking industry profitability weakened in the second 
quarter as noninterest income growth slowed, realized se¬ 
curity losses increased, and provisioning rose in response 
to deteriorating credit quality for C&I loans. These nega¬ 
tive developments were more pronounced at large banks 
than at small banks, and were exacerbated by restructur¬ 
ing charges at a few large institutions. The slowdown in 
noninterest income growth may prove temporary if equity 
markets rebound and re-ignite growth in the “market- 
sensitive” components of noninterest income. 

Realized security losses and increased provisioning, how¬ 
ever, could persist as drains on net income. Nominal inter¬ 
est rates have stabilized but remain significantly higher 
than when the Fed began to tighten monetary policy 15 
months ago. Unless interest rates decline, banks are likely 
to realize additional losses on the sale of their depreciated 
security holdings. 

Credit quality may continue to slip even without a further 
slowdown in the U.S. economic growth due to the strong 
loan growth in the second half of the 1990 and looser 
underwriting standards in that period. Consequently, pro¬ 
visions are likely to rise to cover higher loan losses or to 
build reserve levels. In addition to being a drain on earn¬ 
ings, credit quality deterioration can also be a large dis¬ 
traction to bank management, reducing their ability to 
meet new challenges, and increasing the potential vulner¬ 
ability of the bank in a dynamic competitive environment. 
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Key indicators, FDIC-insured nationai banks 

Annuai 1996-1999, year-to-date through June 30, 2000, second quarter 1999, and second quarter 2000 

(Dollar figures in millions) 



1996 

1997 

1998 

1999 

Preliminary 

2000YTD 

1999Q2 

Preliminary 

2000Q2 

Number of institutions reporting. 

2,726 

2,597 

2,456 

2,364 

2,302 

2,409 

2,302 

Total employees (FTEs). 

850,737 

912,463 

974,871 

983,174 

964,419 

960,086 

964,419 

Selected income data ($) 








Net income. 

$30,497 

$35,782 

$37,607 

$42,593 

$18,161 

$11,005 

$6,622 

Net interest income. 

94,564 

106,639 

110,985 

114,535 

58,380 

28,736 

29,444 

Provision for loan losses. 

9,598 

13,065 

15,242 

15,548 

9,137 

3,686 

5,054 

Noninterest income. 

56,100 

65,429 

81,344 

92,672 

46,436 

22,630 

21,667 

Noninterest expense. 

93,690 

104,682 

122,606 

125,811 

65,016 

30,667 

34,022 

Net operating income. 

30,095 

34,993 

35,548 

42,416 

19,418 

10,870 

7,438 

Cash dividends declared. 

25,279 

28,587 

25,414 

29,875 

13,542 

9,036 

6,872 

Net charge-offs to loan and lease reserve.... 

9,968 

12,661 

14,492 

14,174 

7,249 

3,243 

3,632 

Selected condition data ($) 








Total assets. 

2,528,057 

2,893,910 

3,183,384 

3,271,259 

3,363,723 

3,193,148 

3,363,723 

Total loans and leases. 

1,641,464 

1,840,485 

2,015,585 

2,127,881 

2,200,052 

2,044,447 

2,200,052 

Reserve for losses. 

31,992 

34,865 

36,810 

37,687 

39,262 

37,301 

39,262 

Securities. 

380,615 

452,118 

516,117 

537,185 

516,063 

546,678 

516,063 

Other real estate owned. 

2,761 

2,112 

1,833 

1,572 

1,508 

1,674 

1,508 

Noncurrent loans and leases. 

17,223 

17,878 

19,513 

20,810 

22,977 

19,728 

22,977 

Total deposits. 

1,801,043 

2,004,867 

2,137,946 

2,154,276 

2,197,099 

2,121,968 

2,197,099 

Domestic deposits. 

1,525,565 

1,685,316 

1,785,856 

1,776,129 

1,788,873 

1,755,761 

1,788,873 

Equity capital. 

207,166 

244,794 

274,192 

278,018 

285,529 

276,867 

285,529 

Off-balance-sheet derivatives. 

7,488,663 

8,704,481 

10,953,514 

12,077,568 

14,661,921 

10,982,091 

14,661,921 

Performance ratios (annualized %) 








Return on equity. 

15.28 

15.00 

14.29 

15.57 

12.95 

15.82 

9.36 

Return on assets. 

1.25 

1.29 

1.24 

1.35 

1.10 

1.39 

0.80 

Net interest income to assets. 

3.88 

3.83 

3.67 

3.63 

3.55 

3.62 

3.54 

Loss provision to assets. 

0.39 

0.47 

0.50 

0.49 

0.55 

0.46 

0.61 

Net operating income to assets. 

1.24 

1.26 

1.18 

1.35 

1.18 

1.37 

0.90 

Noninterest income to assets. 

2.30 

2.35 

2.69 

2.94 

2.82 

2.85 

2.61 

Noninterest expense to assets. 

3.85 

3.76 

4.05 

3.99 

3.95 

3.87 

4.10 

Loss provision to loans and leases. 

0.61 

0.73 

0.79 

0.76 

0.85 

0.73 

0.94 

Net charge-offs to loans and leases. 

0.63 

0.71 

0.75 

0.70 

0.68 

0.64 

0.67 

Loss provision to net charge-offs. 

96.29 

103.19 

105.12 

109.69 

126.03 

113.66 

139.16 

Performance ratios (%) 








Percent of institutions unprofitable. 

4.77 

4.89 

5.94 

7.06 

6.04 

6.14 

6.47 

Percent of institutions with earnings gains.... 

67.83 

67.96 

61.60 

62.14 

67.77 

56.62 

65.90 

Nonint. income to net operating revenue. 

37.24 

38.02 

42.29 

44.72 

44.30 

44.06 

42.39 

Nonint. expense to net operating revenue.... 

62.18 

60.84 

63.75 

60.72 

62.03 

59.70 

66.57 

Condition ratios (%) 








Nonperforming assets to assets. 

0.80 

0.70 

0.68 

0.70 

0.74 

0.68 

0.74 

Noncurrent loans to loans. 

1.05 

0.97 

0.97 

0.98 

1.04 

0.96 

1.04 

Loss reserve to noncurrent loans. 

185.75 

195.01 

188.65 

181.10 

170.88 

189.08 

170.88 

Loss reserve to loans. 

1.95 

1.89 

1.83 

1.77 

1.78 

1.82 

1.78 

Equity capital to assets. 

8.19 

8.46 

8.61 

8.50 

8.49 

8.67 

8.49 

Leverage ratio. 

7.40 

7.42 

7.43 

7.49 

7.49 

7.56 

7.49 

Risk-based capital ratio. 

11.95 

11.84 

11.79 

11.72 

11.82 

12.00 

11.82 

Net loans and leases to assets. 

63.66 

62.39 

62.16 

63.90 

64.24 

62.86 

64.24 

Securities to assets. 

15.06 

15.62 

16.21 

16.42 

15.34 

17.12 

15.34 

Appreciation in securities (% of par). 

0.50 

1.11 

0.82 

-2.45 

-2.49 

-1.42 

-2.49 

Residential mortgage assets to assets. 

19.81 

20.10 

20.41 

20.60 

20.46 

19.89 

20.46 

Total deposits to assets. 

71.24 

69.28 

67.16 

65.85 

65.32 

66.45 

65.32 

Core deposits to assets. 

54.08 

51.59 

49.72 

47.01 

45.48 

48.50 

45.48 

Volatile liabilities to assets. 

29.83 

31.42 

31.77 

34.81 

35.89 

33.27 

35.89 
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Loan performance, FDIC-insured national banks 

Annual 1996-1999, year-to-date through June 30, 2000, second quarter 1999, and second quarter 2000 

(Dollar figures in millions) 



1996 

1997 

1998 

1999 

Preliminary 

2000YTD 

1999Q2 

Preliminary 

2000Q2 

Percent of loans past due 30-89 days 








Total loans and leases. 

1.39 

1.32 

1.27 

1.16 

1.06 

1.12 

1.06 

Loans secured by real estate (RE). 

1.45 

1.39 

1.33 

1.22 

1.09 

1.05 

1.09 

1-4 family residential mortgages. 

1.63 

1.65 

1.50 

1.61 

1.41 

1.13 

1.41 

Home equity loans. 

1.04 

0.93 

0.97 

0.77 

0.75 

0.76 

0.75 

Multifamily residential mortgage. 

1.28 

1.33 

0.94 

0.69 

0.43 

0.51 

0.43 

Commercial RE loans. 

1.25 

0.95 

1.02 

0.70 

0.60 

0.96 

0.60 

Construction RE loans. 

1.63 

1.63 

1.82 

1.07 

1.01 

1.16 

1.01 

Commercial and industrial loans*. 

0.89 

0.76 

0.81 

0.71 

0.72 

0.87 

0.72 

Loans to individuals. 

2.46 

2.52 

2.44 

2.36 

2.10 

2.23 

2.10 

Credit cards. 

2.70 

2.75 

2.52 

2.53 

2.32 

2.41 

2.32 

Installment loans. 

2.26 

2.34 

2.37 

2.24 

1.92 

2.10 

1.92 

All other loans and leases. 

0.41 

0.46 

0.46 

0.50 

0.57 

0.52 

0.57 

Percent of loans noncurrent 








Total loans and leases. 

1.05 

0.97 

0.97 

0.98 

1.04 

0.96 

1.04 

Loans secured by real estate (RE). 

1.27 

1.07 

0.98 

0.87 

0.86 

0.93 

0.86 

1-4 family residential mortgages. 

1.10 

1.01 

0.95 

0.91 

0.89 

0.82 

0.89 

Home equity loans. 

0.47 

0.43 

0.41 

0.28 

0.33 

0.34 

0.33 

Multifamily residential mortgage. 

1.47 

1.01 

0.88 

0.44 

0.37 

0.83 

0.37 

Commercial RE loans. 

1.71 

1.27 

1.01 

0.85 

0.84 

1.05 

0.84 

Construction RE loans. 

1.31 

1.00 

0.80 

0.63 

0.80 

0.83 

0.80 

Commercial and industrial loans*. 

0.87 

0.78 

0.86 

1.11 

1.37 

1.01 

1.37 

Loans to individuals. 

1.34 

1.49 

1.59 

1.52 

1.40 

1.41 

1.40 

Credit cards. 

1.70 

2.03 

2.06 

2.00 

1.80 

1.77 

1.80 

Installment loans. 

1.04 

1.04 

1.19 

1.16 

1.08 

1.16 

1.08 

All other loans and leases. 

0.25 

0.27 

0.31 

0.40 

0.50 

0.47 

0.50 

Percent of loans charged-off, net 








Total loans and leases. 

0.63 

0.71 

0.75 

0.70 

0.68 

0.64 

0.67 

Loans secured by real estate (RE). 

0.09 

0.06 

0.05 

0.10 

0.10 

0.08 

0.10 

1-4 family residential mortgages. 

0.08 

0.08 

0.07 

0.14 

0.12 

0.11 

0.12 

Home equity loans. 

0.24 

0.18 

0.16 

0.19 

0.18 

0.18 

0.16 

Multifamily residential mortgage. 

0.09 

0.01 

0.07 

0.02 

0.01 

0.02 

0.11 

Commercial RE loans. 

0.02 

-0.01 

-0.02 

0.03 

0.06 

0.01 

0.06 

Construction RE loans. 

0.16 

-0.10 

-0.01 

0.03 

0.01 

0.05 

0.02 

Commercial and industrial loans*. 

0.22 

0.27 

0.38 

0.54 

0.66 

0.55 

0.72 

Loans to individuals. 

2.45 

2.86 

2.92 

2.65 

2.59 

2.35 

2.45 

Credit cards. 

4.25 

4.95 

5.03 

4.51 

4.44 

4.22 

4.27 

Installment loans. 

1.04 

1.20 

1.23 

1.27 

1.18 

1.01 

1.05 

All other loans and leases. 

0.17 

0.15 

0.79 

0.46 

0.19 

0.20 

0.20 

Loans outstanding ($) 








Total loans and leases. 

$1,641,464 

$1,840,485 

$2,015,585 

$2,127,881 

$2,200,052 

$2,044,447 

$2,200,052 

Loans secured by real estate (RE). 

646,570 

725,305 

764,944 

853,143 

889,778 

770,597 

889,778 

1-4 family residential mortgages. 

329,031 

363,329 

381,597 

433,809 

453,609 

378,365 

453,609 

Home equity loans. 

55,022 

67,669 

66,091 

67,266 

75,457 

60,215 

75,457 

Multifamily residential mortgage. 

20,480 

23,346 

23,201 

26,561 

28,792 

25,554 

28,792 

Commercial RE loans. 

170,350 

190,067 

200,469 

214,146 

218,124 

205,328 

218,124 

Construction RE loans. 

38,848 

47,410 

56,261 

71,578 

73,359 

62,623 

73,359 

Earmland loans. 

9,046 

10,178 

10,930 

11,957 

12,496 

11,326 

12,496 

RE loans from foreign offices. 

23,794 

23,306 

26,396 

27,825 

27,941 

27,186 

27,941 

Commercial and industrial loans. 

425,148 

508,589 

583,903 

622,006 

648,494 

610,009 

648,494 

Loans to individuals. 

356,067 

371,477 

386,410 

348,577 

348,354 

351,246 

348,354 

Credit cards. 

161,104 

168,236 

176,408 

147,122 

155,990 

143,206 

155,990 

Installment loans. 

194,963 

203,241 

210,003 

201,455 

192,365 

208,040 

192,365 

All other loans and leases. 

216,194 

237,326 

282,367 

306,042 

315,037 

314,426 

315,037 

Less: Unearned income. 

2,515 

2,212 

2,039 

1,890 

1,611 

1,831 

1,611 


'Includes “All other loans” for institutions under $1 billion in asset size. 
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Key indicators, FDIC-insured national banks by asset size 
Second quarter 1999 and second quarter 2000 

(Dollar figures in millions) 



Less than $100M 
1999Q2 2000Q2 

$100M to $1B 

1999Q2 2000Q2 

$1B to $10B 

1999Q2 2000Q2 

Greater than $10B 

1999Q2 2000Q2 

Number of institutions reporting. 

1,237 

1,162 

987 

963 

138 

131 

47 

46 

Total employees (FTEs). 

31,599 

29,398 

108,034 

98,824 

134,435 

116,316 

686,018 

719,881 

Selected income data ($) 









Net income. 

$172 

$201 

$896 

$840 

$1,913 

$1,029 

$8,025 

$4,551 

Net interest income. 

624 

622 

2,662 

2,596 

4,334 

3,779 

21,116 

22,447 

Provision for loan losses. 

34 

39 

201 

213 

778 

478 

2,673 

4,323 

Noninterest income. 

395 

360 

1,354 

1,291 

4,218 

2,341 

16,663 

17,675 

Noninterest expense. 

748 

667 

2,517 

2,436 

4,823 

3,881 

22,580 

27,037 

Net operating income. 

172 

202 

892 

847 

1,898 

1,111 

7,908 

5,278 

Cash dividends declared. 

101 

112 

734 

482 

1,200 

841 

7,001 

5,437 

Net charge-offs to loan and lease reserve.... 

22 

26 

141 

169 

672 

369 

2,408 

3,067 

Selected condition data ($) 









Total assets. 

61,469 

58,725 

260,097 

253,097 

405,470 

395,819 

2,466,113 

2,656,082 

Total loans and leases. 

35,383 

35,091 

159,500 

161,228 

255,897 

243,736 

1,593,666 

1,759,996 

Reserve for losses. 

479 

466 

2,322 

2,283 

6,104 

4,409 

28,396 

32,104 

Securities. 

17,221 

16,055 

70,782 

64,403 

90,413 

91,822 

368,262 

343,782 

Other real estate owned. 

64 

64 

222 

188 

170 

155 

1,218 

1,102 

Noncurrent loans and leases. 

381 

328 

1,330 

1,294 

2,266 

2,019 

15,750 

19,336 

Total deposits. 

52,377 

49,253 

211,202 

202,791 

259,064 

263,439 

1,599,325 

1,681,615 

Domestic deposits. 

52,377 

49,253 

210,720 

202,332 

255,885 

260,725 

1,236,779 

1,276,562 

Equity capital. 

6,639 

6,530 

24,212 

24,285 

42,024 

34,867 

203,992 

219,847 

Off-balance-sheet derivatives. 

73 

16 

2,988 

1,750 

41,915 

28,375 

11,192,395 

14,902,069 

Performance ratios (annualized %) 









Return on equity. 

10.30 

12.47 

14.67 

14.05 

18.22 

12.00 

15.65 

8.34 

Return on assets. 

1.13 

1.38 

1.39 

1.34 

1.90 

1.06 

1.31 

0.69 

Net interest income to assets. 

4.09 

4.27 

4.13 

4.15 

4.31 

3.88 

3.45 

3.42 

Loss provision to assets. 

0.22 

0.27 

0.31 

0.34 

0.77 

0.49 

0.44 

0.66 

Net operating income to assets. 

1.12 

1.39 

1.39 

1.35 

1.89 

1.14 

1.29 

0.80 

Noninterest income to assets. 

2.59 

2.47 

2.10 

2.06 

4.20 

2.40 

2.72 

2.69 

Noninterest expense to assets. 

4.90 

4.59 

3.91 

3.89 

4.80 

3.99 

3.69 

4.12 

Loss provision to loans and leases. 

0.40 

0.46 

0.51 

0.54 

1.22 

0.80 

0.67 

1.00 

Net charge-offs to loans and leases. 

0.26 

0.31 

0.36 

0.43 

1.06 

0.62 

0.61 

0.71 

Loss provision to net charge-offs. 

154.65 

148.82 

142.61 

126.12 

115.72 

129.50 

111.01 

140.96 

Performance ratios (%) 









Percent of institutions unprofitable. 

9.86 

9.04 

2.33 

2.70 

2.17 

7.63 

0.00 

17.39 

Percent of institutions with earnings. 

49.15 

65.23 

62.92 

68.74 

73.19 

58.78 

72.34 

43.48 

Nonint. income to net operating revenue. 

38.78 

36.66 

33.71 

33.21 

49.32 

38.25 

44.11 

44.05 

Nonint. expense to net operating revenue.... 

73.31 

67.95 

62.69 

62.69 

56.39 

63.42 

59.77 

67.39 

Condition ratios (%) 









Nonperforming assets to assets. 

0.72 

0.67 

0.60 

0.59 

0.61 

0.56 

0.70 

0.78 

Noncurrent loans to loans. 

1.08 

0.93 

0.83 

0.80 

0.89 

0.83 

0.99 

1.10 

Loss reserve to noncurrent loans. 

125.54 

141.93 

174.55 

176.49 

269.33 

218.38 

180.30 

166.03 

Loss reserve to loans. 

1.35 

1.33 

1.46 

1.42 

2.39 

1.81 

1.78 

1.82 

Equity capital to assets. 

10.80 

11.12 

9.31 

9.60 

10.36 

8.81 

8.27 

8.28 

Leverage ratio. 

10.74 

11.30 

9.10 

9.56 

9.03 

8.12 

7.07 

7.12 

Risk-based capital ratio. 

17.87 

18.21 

14.69 

14.84 

13.84 

12.80 

11.41 

11.37 

Net loans and leases to assets. 

56.78 

58.96 

60.43 

62.80 

61.61 

60.46 

63.47 

65.05 

Securities to assets. 

28.02 

27.34 

27.21 

25.45 

22.30 

23.20 

14.93 

12.94 

Appreciation in securities (% of par). 

-0.99 

-2.28 

-1.13 

-2.49 

-1.22 

-2.27 

-1.54 

-2.55 

Residential mortgage assets to assets. 

21.68 

21.45 

25.76 

24.69 

26.14 

27.00 

18.19 

19.06 

Total deposits to assets. 

85.21 

83.87 

81.20 

80.12 

63.89 

66.56 

64.85 

63.31 

Core deposits to assets. 

73.62 

71.66 

69.75 

67.69 

55.34 

56.72 

44.51 

41.11 

Volatile liabilities to assets. 

13.32 

15.07 

17.21 

19.15 

26.67 

27.28 

36.54 

39.23 
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Loan performance, FDIC-insured national banks by asset size 
Second quarter 1999 and second quarter 2000 

(Dollar figures in millions) 



Less than $100M 
1999Q2 2000Q2 

$100M to $1B 
1999Q2 2000Q2 

$1Bto$10B 

1999Q2 2000Q2 

Greater than $10B 
1999Q2 2000Q2 

Percent of loans past due 30-89 days 









Total loans and leases. 

1.32 

1.24 

1.17 

1.05 

1.33 

1.21 

1.07 

1.04 

Loans secured by real estate (RE). 

1.11 

1.01 

0.90 

0.79 

0.91 

0.81 

1.10 

1.19 

1-4 family residential mortgages. 

1.41 

1.31 

1.07 

0.95 

0.99 

0.84 

1.16 

1.57 

Home equity loans. 

0.82 

0.64 

0.65 

0.64 

0.84 

0.92 

0.76 

0.73 

Multifamily residential mortgage. 

0.51 

0.41 

0.48 

0.49 

0.48 

0.36 

0.52 

0.43 

Commercial RE loans. 

0.75 

0.73 

0.76 

0.65 

0.85 

0.64 

1.05 

0.57 

Construction RE loans. 

1.17 

1.07 

0.82 

0.78 

0.97 

1.12 

1.28 

1.02 

Commercial and industrial loans*. 

2.38 

2.24 

1.58 

1.41 

1.22 

1.37 

0.78 

0.61 

Loans to individuals. 

1.97 

1.94 

2.00 

1.89 

2.13 

2.14 

2.29 

2.11 

Credit cards. 

2.20 

2.32 

3.64 

3.24 

2.45 

2.53 

2.34 

2.25 

Installment loans. 

1.96 

1.92 

1.60 

1.54 

1.72 

1.88 

2.25 

1.98 

All other loans and leases. 





1.14 

0.99 

0.50 

0.55 

Percent of loans noncurrent 









Total loans and leases. 

1.08 

0.93 

0.83 

0.80 

0.89 

0.83 

0.99 

1.10 

Loans secured by real estate (RE). 

0.85 

0.74 

0.65 

0.62 

0.71 

0.66 

1.03 

0.95 

1-4 family residential mortgages. 

0.74 

0.61 

0.62 

0.55 

0.70 

0.56 

0.88 

1.00 

Home equity loans. 

0.52 

0.39 

0.41 

0.27 

0.44 

0.30 

0.32 

0.34 

Multifamily residential mortgage. 

0.38 

0.40 

0.47 

0.29 

0.44 

0.26 

1.02 

0.41 

Commercial RE loans. 

0.84 

0.76 

0.68 

0.73 

0.86 

0.83 

1.20 

0.88 

Construction RE loans. 

0.47 

0.71 

0.47 

0.50 

0.52 

0.80 

0.99 

0.86 

Commercial and industrial loans*. 

2.82 

2.44 

1.51 

1.53 

0.74 

1.11 

0.99 

1.37 

Loans to individuals. 

0.72 

0.61 

0.91 

0.87 

1.32 

1.13 

1.49 

1.51 

Credit cards. 

1.38 

1.22 

2.64 

2.51 

1.93 

1.90 

1.66 

1.76 

Installment loans. 

0.69 

0.58 

0.49 

0.43 

0.55 

0.62 

1.39 

1.29 

All other loans and leases. 





0.64 

0.42 

0.47 

0.51 

Percent of loans charged-off, net 









Total loans and leases. 

0.26 

0.31 

0.36 

0.43 

1.06 

0.62 

0.61 

0.71 

Loans secured by real estate (RE). 

0.03 

0.03 

0.05 

0.03 

0.10 

0.13 

0.08 

0.11 

1-4 family residential mortgages. 

0.03 

0.06 

0.05 

0.04 

0.13 

0.18 

0.11 

0.11 

Home equity loans. 

0.06 

0.03 

0.07 

0.03 

0.21 

0.21 

0.19 

0.16 

Multifamily residential mortgage. 

0.02 

0.06 

0.07 

0.06 

0.06 

0.02 

-0.01 

0.14 

Commercial RE loans. 

0.04 

-0.01 

0.04 

0.02 

-0.01 

0.06 

0.00 

0.07 

Construction RE loans. 

0.02 

0.05 

0.01 

0.02 

0.14 

0.07 

0.03 

0.00 

Commercial and industrial loans*. 

0.82 

0.86 

0.46 

0.39 

0.43 

0.31 

0.57 

0.77 

Loans to individuals. 

0.67 

1.01 

1.48 

2.18 

3.17 

2.29 

2.24 

2.53 

Credit cards. 

2.19 

8.15 

5.42 

8.68 

4.96 

4.71 

3.86 

4.01 

Installment loans. 

0.59 

0.62 

0.54 

0.45 

0.79 

0.67 

1.13 

1.22 

All other loans and leases. 





0.26 

0.20 

0.19 

0.20 

Loans outstanding ($) 









Total loans and leases. 

$35,383 

$35,091 

$159,500 

$161,228 

$255,897 

$243,736 

$1,593,666 

$1,759,996 

Loans secured by real estate (RE). 

19,963 

20,186 

95,839 

98,380 

118,278 

129,177 

536,516 

642,035 

1-4 family residential mortgages. 

9,497 

9,380 

44,160 

43,436 

59,126 

61,177 

265,581 

339,617 

Home equity loans. 

427 

444 

3,912 

4,053 

7,983 

8,136 

47,893 

62,823 

Multifamily residential mortgage. 

425 

497 

3,180 

3,408 

4,825 

4,622 

17,124 

20,265 

Commercial RE loans. 

5,754 

5,869 

32,763 

34,646 

33,989 

40,028 

132,822 

137,581 

Construction RE loans. 

1,523 

1,617 

7,854 

8,673 

10,858 

13,311 

42,388 

49,757 

Farmland loans. 

2,338 

2,379 

3,947 

4,159 

1,311 

1,718 

3,731 

4,240 

RE loans from foreign offices. 

0 

0 

24 

6 

186 

183 

26,977 

27,751 

Commercial and industrial loans. 

6,132 

5,974 

28,599 

28,855 

49,424 

48,547 

525,855 

565,117 

Loans to individuals. 

5,041 

4,921 

25,167 

24,061 

72,417 

49,902 

248,621 

269,471 

Credit cards. 

237 

258 

4,932 

5,007 

40,399 

19,922 

97,638 

130,802 

Installment loans. 

4,804 

4,663 

20,236 

19,053 

32,018 

29,980 

150,982 

138,669 

All other loans and leases. 

4,358 

4,092 

10,212 

10,207 

15,851 

16,197 

284,005 

284,541 

Less: Unearned income. 

111 

82 

316 

275 

73 

87 

1,330 

1,168 


‘Includes “All other loans” for institutions under $1 billion in asset size. 
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Key indicators, FDIC-insured national banks by region 
Second quarter 2000 

(Dollar figures in millions) 



Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

All 

institutions 

Number of institutions reporting. 

265 

311 

468 

463 

556 

239 2, 

302 

Total employees (FTEs). 

278,790 

278,736 

161,525 

79,877 

71,872 

93,619 

964,419 

Selected income data ($) 








Net income. 

$2,639 

$189 

$1,070 

$1,097 

$480 

$1,147 

$6,622 

Net interest income. 

7,845 

8,557 

4,688 

2,701 

2,057 

3,596 

29,444 

Provision for loan losses. 

1,566 

1,212 

807 

472 

269 

727 

5,054 

Noninterest income. 

8,602 

4,514 

2,486 

2,257 

760 

3,048 

21,667 

Noninterest expense. 

10,688 

10,265 

4,521 

2,791 

1,777 

3,980 

34,022 

Net operating income. 

2,563 

728 

1,290 

1,104 

563 

1,190 

7,438 

Cash dividends declared. 

1,381 

2,735 

1,118 

519 

263 

856 

6,872 

Net charge-offs to loan and lease reserve.... 

1,372 

781 

391 

471 

124 

493 

3,632 

Selected condition data ($) 








Total assets. 

877,784 

1,069,866 

596,951 

285,293 

211,464 

322,366 

3,363,723 

Total loans and leases. 

563,807 

685,474 

410,829 

193,799 

126,259 

219,884 

2,200,052 

Reserve for losses. 

12,174 

10,931 

6,118 

3,181 

1,768 

5,090 

39,262 

Securities. 

129,120 

169,986 

90,174 

39,283 

48,607 

38,894 

516,063 

Other real estate owned. 

499 

452 

191 

90 

112 

164 

1,508 

Noncurrent loans and leases. 

7,902 

6,645 

3,873 

1,516 

1,235 

1,806 

22,977 

Total deposits. 

598,164 

676,016 

382,565 

176,687 

162,317 

201,349 

2,197,099 

Domestic deposits. 

355,951 

579,778 

335,702 

165,472 

160,807 

191,162 

1,788,873 

Equity capital. 

72,720 

87,784 

47,087 

26,012 

18,044 

33,882 

285,529 

Off-balance-sheet derivatives. 

5,256,891 

8,024,210 

1,090,432 

36,268 

25,346 

228,775 

14,661,921 

Performance ratios (annualized %) 








Return on equity. 

14.63 

0.85 

9.18 

18.03 

10.77 

13.69 

9.36 

Return on assets. 

1.21 

0.07 

0.72 

1.58 

0.91 

1.44 

0.80 

Net interest income to assets. 

3.60 

3.25 

3.17 

3.88 

3.90 

4.52 

3.54 

Loss provision to assets. 

0.72 

0.46 

0.55 

0.68 

0.51 

0.91 

0.61 

Net operating income to assets. 

1.18 

0.28 

0.87 

1.59 

1.07 

1.50 

0.90 

Noninterest income to assets. 

3.95 

1.71 

1.68 

3.24 

1.44 

3.83 

2.61 

Noninterest expense to assets. 

4.91 

3.90 

3.06 

4.01 

3.37 

5.00 

4.10 

Loss provision to loans and leases. 

1.13 

0.72 

0.79 

1.00 

0.86 

1.35 

0.94 

Net charge-offs to loans and leases. 

0.99 

0.46 

0.38 

1.00 

0.39 

0.92 

0.67 

Loss provision to net charge-offs. 

114.09 

155.20 

206.39 

100.33 

218.00 

147.52 

139.16 

Performance ratios (%) 








Percent of institutions unprofitable. 

5.28 

16.08 

4.49 

3.24 

4.32 

10.46 

6.47 

Percent of institutions with earnings. 

64.15 

62.06 

63.46 

66.52 

68.35 

70.71 

65.90 

Nonint. income to net operating revenue. 

52.30 

34.54 

34.65 

45.53 

26.98 

45.87 

42.39 

Nonint. expense to net operating revenue.... 

64.98 

78.53 

63.03 

56.29 

63.06 

59.91 

66.57 

Condition ratios (%) 








Nonperforming assets to assets. 

0.98 

0.66 

0.70 

0.56 

0.64 

0.64 

0.74 

Noncurrent loans to loans. 

1.40 

0.97 

0.94 

0.78 

0.98 

0.82 

1.04 

Loss reserve to noncurrent loans. 

154.07 

164.51 

157.96 

209.78 

143.10 

281.90 

170.88 

Loss reserve to loans. 

2.16 

1.59 

1.49 

1.64 

1.40 

2.31 

1.78 

Equity capital to assets. 

8.28 

8.21 

7.89 

9.12 

8.53 

10.51 

8.49 

Leverage ratio. 

7.46 

7.21 

7.33 

7.71 

7.85 

8.45 

7.49 

Risk-based capital ratio. 

12.06 

11.35 

11.59 

11.73 

13.00 

12.56 

11.82 

Net loans and leases to assets. 

62.84 

63.05 

67.80 

66.81 

58.87 

66.63 

64.24 

Securities to assets. 

14.71 

15.89 

15.11 

13.77 

22.99 

12.07 

15.34 

Appreciation in securities (% of par). 

-1.54 

-3.67 

-2.05 

-1.91 

-2.69 

-1.67 

-2.49 

Residential mortgage assets to assets. 

13.02 

27.23 

20.62 

19.34 

21.65 

18.18 

20.46 

Total deposits to assets. 

68.14 

63.19 

64.09 

61.93 

76.76 

62.46 

65.32 

Core deposits to assets. 

33.21 

46.77 

47.64 

51.90 

65.67 

51.73 

45.48 

Volatile liabilities to assets. 

45.95 

35.22 

35.62 

28.46 

22.61 

26.47 

35.89 
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Loan performance, FDIC-insured national banks by region 
Second quarter 2000 

(Dollar figures in millions) 



Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

All 

institutions 

Percent of loans past due 30-89 days 

Total loans and leases. 

1.06 

0.91 

1.20 

1.38 

1.02 

1.06 

1.06 

Loans secured by real estate (RE). 

1.18 

1.16 

1.19 

1.00 

0.90 

0.68 

1.09 

1-4 family residential mortgages. 

1.52 

1.61 

1.41 

1.01 

0.98 

0.80 

1.41 

Home equity loans. 

0.64 

0.58 

1.20 

0.70 

0.70 

0.46 

0.75 

Multifamily residential mortgage. 

0.22 

0.39 

0.53 

0.63 

0.65 

0.27 

0.43 

Commercial RE loans. 

0.52 

0.37 

0.84 

0.90 

0.72 

0.50 

0.60 

Construction RE loans. 

0.80 

0.53 

1.57 

1.30 

1.21 

1.05 

1.01 

Commercial and industrial loans*. 

0.51 

0.41 

0.94 

1.68 

1.12 

0.97 

0.72 

Loans to individuals. 

2.46 

1.90 

2.16 

1.94 

1.32 

1.97 

2.10 

Credit cards. 

2.77 

1.91 

1.77 

1.94 

1.14 

2.04 

2.32 

Installment loans. 

1.99 

1.90 

2.22 

1.94 

1.33 

1.78 

1.92 

All other loans and leases. 

0.33 

0.36 

0.90 

1.07 

0.61 

0.99 

0.57 

Percent of loans noncurrent 

Total loans and leases. 

1.40 

0.97 

0.94 

0.78 

0.98 

0.82 

1.04 

Loans secured by real estate (RE). 

1.15 

0.90 

0.91 

0.56 

0.86 

0.46 

0.86 

1-4 family residential mortgages. 

0.99 

1.05 

0.91 

0.50 

0.58 

0.44 

0.89 

Home equity loans. 

0.25 

0.22 

0.64 

0.25 

0.27 

0.16 

0.33 

Multifamily residential mortgage. 

0.45 

0.27 

0.41 

0.20 

0.36 

0.62 

0.37 

Commercial RE loans. 

0.90 

0.84 

1.05 

0.61 

1.09 

0.45 

0.84 

Construction RE loans. 

0.52 

0.85 

0.89 

0.70 

1.00 

0.69 

0.80 

Commercial and industrial loans*. 

1.50 

1.42 

1.15 

0.99 

1.67 

1.31 

1.37 

Loans to individuals. 

2.53 

0.61 

0.78 

1.04 

0.41 

1.22 

1.40 

Credit cards. 

2.36 

1.08 

0.99 

1.40 

0.60 

1.52 

1.80 

Installment loans. 

2.77 

0.41 

0.75 

0.55 

0.40 

0.45 

1.08 

All other loans and leases 

0.43 

0.37 

0.76 

0.62 

0.50 

0.41 

0.50 

Percent of loans charged-off, net 

Total loans and leases. 

0.99 

0.46 

0.38 

1.00 

0.39 

0.92 

0.67 

Loans secured by real estate (RE). 

0.11 

0.10 

0.11 

0.12 

0.07 

0.04 

0.10 

1-4 family residential mortgages. 

0.07 

0.13 

0.10 

0.26 

0.06 

0.05 

0.12 

Home equity loans. 

0.19 

0.11 

0.25 

0.21 

0.43 

-0.01 

0.16 

Multifamily residential mortgage. 

0.04 

0.02 

0.02 

-0.03 

-0.03 

0.76 

0.11 

Commercial RE loans. 

0.05 

0.07 

0.11 

-0.05 

0.08 

0.00 

0.06 

Construction RE loans. 

0.00 

0.05 

0.01 

-0.07 

0.10 

-0.03 

0.02 

Commercial and industrial loans*. 

0.77 

0.74 

0.58 

0.59 

0.63 

1.00 

0.72 

Loans to individuals. 

3.24 

1.68 

1.06 

3.53 

0.87 

2.94 

2.45 

Credit cards. 

4.33 

3.16 

3.38 

5.85 

3.21 

3.82 

4.27 

Installment loans. 

1.63 

1.13 

0.68 

0.54 

0.78 

0.98 

1.05 

All other loans and leases. 

0.10 

0.24 

0.21 

0.34 

0.13 

0.31 

0.20 

Loans outstanding ($) 

Total loans and leases. 

$563,807 

$685,474 

$410,829 

$193,799 

$126,259 

$219,884 

$2,200,052 

Loans secured by real estate (RE). 

153,549 

330,705 

176,340 

78,679 

54,017 

96,489 

889,778 

1-4 family residential mortgages. 

72,861 

199,712 

81,355 

38,149 

21,895 

39,637 

453,609 

Home equity loans. 

14,119 

25,870 

19,780 

5,233 

1,018 

9,436 

75,457 

Multifamily residential mortgage. 

3,061 

10,370 

7,265 

2,497 

1,807 

3,791 

28,792 

Commercial RE loans. 

30,915 

65,330 

49,313 

21,414 

20,291 

30,861 

218,124 

Construction RE loans. 

6,940 

23,897 

15,446 

8,188 

7,308 

11,580 

73,359 

Earmland loans. 

505 

2,749 

3,166 

3,198 

1,697 

1,182 

12,496 

RE loans from foreign offices. 

25,148 

2,777 

14 

0 

0 

2 

27,941 

Commercial and industrial loans. 

179,302 

210,198 

120,444 

49,634 

36,562 

52,354 

648,494 

Loans to individuals. 

117,241 

65,916 

51,680 

41,708 

24,183 

47,627 

348,354 

Credit cards. 

70,282 

18,960 

7,341 

24,129 

901 

34,376 

155,990 

Installment loans. 

46,959 

46,956 

44,339 

17,579 

23,282 

13,251 

192,365 

All other loans and leases. 

114,479 

79,022 

62,502 

23,802 

11,630 

23,602 

315,037 

Less: Unearned income. 

763 

368 

137 

23 

133 

187 

1,611 


‘Includes “All other loans” for institutions under $1 billion in asset size. 
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Key indicators, FDIC-insured commerciai banks 

Annuai 1996-1999, year-to-date through June 30, 2000, second quarter 1999, and second quarter 2000 

(Dollar figures in millions) 



1996 

1997 

1998 

1999 

Preliminary 

2000YTD 

1999Q2 

Preliminary 

2000Q2 

Number of institutions reporting. 

9,527 

9,142 

8,774 

8,580 

8,477 

8,674 

8,477 

Total employees (FTEs). 

1,489,186 

1,538,408 

1,627,073 

1,657,518 

1,662,504 

1,623,205 

1,662,504 

Selected income data ($) 








Net income. 

$52,350 

$59,156 

$61,785 

$71,586 

$34,241 

$16,946 

$14,702 

Net interest income. 

162,754 

174,502 

182,754 

192,197 

101,128 

47,790 

51,072 

Provision for loan losses. 

16,285 

19,851 

22,215 

21,810 

12,973 

4,930 

7,191 

Noninterest income. 

93,569 

104,499 

123,698 

144,400 

74,042 

34,512 

35,604 

Noninterest expense. 

160,698 

169,983 

194,143 

204,160 

107,112 

50,846 

55,159 

Net operating income. 

51,509 

57,928 

59,228 

71,338 

35,564 

16,892 

15,564 

Cash dividends declared. 

38,791 

42,541 

41,004 

51,935 

22,761 

13,802 

11,246 

Net charge-offs to loan and lease reserve.... 

15,500 

18,318 

20,740 

20,359 

10,273 

4,554 

5,232 

Selected condition data ($) 








Total assets. 

4,578,314 

5,014,942 

5,442,588 

5,734,787 

5,983,262 

5,468,660 

5,983,262 

Total loans and leases. 

2,811,279 

2,970,746 

3,238,342 

3,491,235 

3,704,044 

3,308,513 

3,704,044 

Reserve for losses. 

53,457 

54,685 

57,261 

58,767 

61,924 

57,619 

61,924 

Securities. 

800,647 

871,868 

979,854 

1,046,343 

1,046,529 

1,007,396 

1,046,529 

Other real estate owned. 

4,780 

3,795 

3,150 

2,795 

2,781 

2,915 

2,781 

Noncurrent loans and leases. 

29,130 

28,542 

31,253 

33,011 

36,638 

31,170 

36,638 

Total deposits. 

3,197,136 

3,421,726 

3,681,443 

3,830,821 

3,973,973 

3,680,775 

3,973,973 

Domestic deposits. 

2,723,556 

2,895,531 

3,109,409 

3,175,231 

3,288,563 

3,086,668 

3,288,563 

Equity capital. 

375,269 

417,773 

462,150 

479,762 

503,481 

466,133 

503,481 

Off-balance-sheet derivatives. 

20,035,444 

25,063,799 

33,005,109 

34,817,457 

39,302,072 

33,003,699 

39,302,072 

Performance ratios (annualized %) 








Return on equity. 

14.45 

14.68 

13.93 

15.32 

13.91 

14.48 

11.81 

Return on assets. 

1.19 

1.23 

1.19 

1.31 

1.17 

1.25 

0.99 

Net interest income to assets. 

3.70 

3.64 

3.51 

3.51 

3.45 

3.51 

3.45 

Loss provision to assets. 

0.37 

0.41 

0.43 

0.40 

0.44 

0.36 

0.49 

Net operating income to assets. 

1.17 

1.21 

1.14 

1.30 

1.21 

1.24 

1.05 

Noninterest income to assets. 

2.13 

2.18 

2.37 

2.64 

2.53 

2.54 

2.41 

Noninterest expense to assets. 

3.65 

3.54 

3.73 

3.73 

3.65 

3.74 

3.73 

Loss provision to loans and leases. 

0.61 

0.69 

0.72 

0.66 

0.72 

0.60 

0.79 

Net charge-offs to loans and leases. 

0.58 

0.64 

0.67 

0.61 

0.57 

0.56 

0.58 

Loss provision to net charge-offs. 

105.06 

108.37 

104.81 

107.12 

126.28 

108.25 

137.40 

Performance ratios (%) 








Percent of institutions unprofitable. 

4.28 

4.85 

6.11 

7.45 

6.62 

6.78 

6.97 

Percent of institutions with earnings. 

70.78 

68.35 

61.24 

62.83 

69.82 

56.64 

66.80 

Nonint. income to net operating revenue. 

36.50 

37.45 

40.36 

42.90 

42.27 

41.93 

41.08 

Nonint. expense to net operating revenue.... 

62.69 

60.93 

63.35 

60.66 

61.15 

61.78 

63.64 

Condition ratios (%) 








Nonperforming assets to assets. 

0.75 

0.66 

0.65 

0.63 

0.67 

0.64 

0.67 

Noncurrent loans to loans. 

1.04 

0.96 

0.97 

0.95 

0.99 

0.94 

0.99 

Loss reserve to noncurrent loans. 

183.51 

191.59 

183.22 

178.02 

169.01 

184.86 

169.01 

Loss reserve to loans. 

1.90 

1.84 

1.77 

1.68 

1.67 

1.74 

1.67 

Equity capital to assets. 

8.20 

8.33 

8.49 

8.37 

8.41 

8.52 

8.41 

Leverage ratio. 

7.64 

7.56 

7.54 

7.79 

7.73 

7.74 

7.73 

Risk-based capital ratio. 

12.53 

12.23 

12.23 

12.16 

12.16 

12.35 

12.16 

Net loans and leases to assets. 

60.24 

58.15 

58.45 

59.85 

60.87 

59.45 

60.87 

Securities to assets. 

17.49 

17.39 

18.00 

18.25 

17.49 

18.42 

17.49 

Appreciation in securities (% of par). 

0.51 

1.10 

1.07 

-2.31 

-2.33 

-1.20 

-2.33 

Residential mortgage assets to assets. 

19.79 

20.03 

20.93 

20.77 

20.73 

20.29 

20.73 

Total deposits to assets. 

69.83 

68.23 

67.64 

66.80 

66.42 

67.31 

66.42 

Core deposits to assets. 

52.45 

50.06 

49.39 

46.96 

46.04 

48.62 

46.04 

Volatile liabilities to assets. 

30.71 

31.92 

31.68 

34.94 

35.86 

33.00 

35.86 
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Loan performance, FDIC-insured commercial banks 

Annual 1996-1999, year-to-date through June 30, 2000, second quarter 1999, and second quarter 2000 

(Dollar figures in millions) 



1996 

1997 

1998 

1999 

Preliminary 

2000YTD 

1999Q2 

Preliminary 

2000Q2 

Percent of loans past due 30-89 days 








Total loans and leases. 

1.37 

1.31 

1.26 

1.14 

1.06 

1.12 

1.06 

Loans secured by real estate (RE). 

1.41 

1.33 

1.26 

1.09 

0.98 

1.02 

0.98 

1-4 family residential mortgages. 

1.57 

1.59 

1.44 

1.43 

1.25 

1.14 

1.25 

Home equity loans. 

1.06 

0.96 

0.98 

0.75 

0.72 

0.75 

0.72 

Multifamily residential mortgage. 

1.19 

1.11 

0.86 

0.58 

0.43 

0.58 

0.43 

Commercial RE loans. 

1.24 

0.97 

0.99 

0.69 

0.62 

0.86 

0.62 

Construction RE loans. 

1.58 

1.42 

1.50 

0.98 

0.94 

1.13 

0.94 

Commercial and industrial loans*. 

0.95 

0.83 

0.88 

0.80 

0.85 

0.92 

0.85 

Loans to individuals. 

2.50 

2.50 

2.43 

2.33 

2.09 

2.18 

2.09 

Credit cards. 

2.76 

2.73 

2.58 

2.59 

2.41 

2.43 

2.41 

Installment loans. 

2.31 

2.33 

2.33 

2.18 

1.89 

2.04 

1.89 

All other loans and leases. 

0.37 

0.51 

0.51 

0.55 

0.58 

0.59 

0.58 

Percent of loans noncurrent 








Total loans and leases. 

1.04 

0.96 

0.97 

0.95 

0.99 

0.94 

0.99 

Loans secured by real estate (RE). 

1.20 

1.01 

0.91 

0.79 

0.77 

0.85 

0.77 

1-4 family residential mortgages. 

0.99 

0.94 

0.88 

0.82 

0.79 

0.78 

0.79 

Home equity loans. 

0.48 

0.44 

0.42 

0.31 

0.32 

0.36 

0.32 

Multifamily residential mortgage. 

1.35 

0.95 

0.83 

0.42 

0.35 

0.69 

0.35 

Commercial RE loans. 

1.61 

1.21 

0.95 

0.77 

0.76 

0.91 

0.76 

Construction RE loans. 

1.38 

0.97 

0.81 

0.67 

0.73 

0.83 

0.73 

Commercial and industrial loans*. 

0.98 

0.86 

0.99 

1.18 

1.41 

1.11 

1.41 

Loans to individuals. 

1.36 

1.47 

1.52 

1.42 

1.32 

1.34 

1.32 

Credit cards. 

1.91 

2.18 

2.22 

2.05 

1.88 

1.89 

1.88 

Installment loans. 

0.97 

0.98 

1.06 

1.04 

0.97 

1.03 

0.97 

All other loans and leases. 

0.22 

0.25 

0.34 

0.39 

0.44 

0.43 

0.44 

Percent of loans charged-off, net 








Total loans and leases. 

0.58 

0.64 

0.67 

0.61 

0.57 

0.56 

0.58 

Loans secured by real estate (RE). 

0.10 

0.06 

0.05 

0.08 

0.07 

0.06 

0.08 

1-4 family residential mortgages. 

0.08 

0.08 

0.07 

0.11 

0.10 

0.09 

0.10 

Home equity loans. 

0.20 

0.16 

0.14 

0.15 

0.14 

0.16 

0.13 

Multifamily residential mortgage. 

0.15 

0.04 

0.05 

0.02 

0.01 

0.01 

0.05 

Commercial RE loans. 

0.09 

0.01 

0.00 

0.03 

0.04 

0.02 

0.05 

Construction RE loans. 

0.19 

-0.02 

0.01 

0.04 

0.02 

0.04 

0.03 

Commercial and industrial loans*. 

0.26 

0.28 

0.42 

0.58 

0.60 

0.54 

0.67 

Loans to individuals. 

2.28 

2.70 

2.69 

2.32 

2.23 

2.12 

2.12 

Credit cards. 

4.35 

5.11 

5.19 

4.46 

4.34 

4.25 

4.19 

Installment loans. 

0.89 

1.04 

1.04 

1.04 

0.95 

0.86 

0.86 

All other loans and leases. 

0.13 

0.16 

0.78 

0.51 

0.18 

0.18 

0.19 

Loans outstanding ($) 








Total loans and leases. 

$2,811,279 

$2,970,746 

$3,238,342 

$3,491,235 

$3,704,044 

$3,308,513 

$3,704,044 

Loans secured by real estate (RE). 

1,139,018 

1,244,985 

1,345,644 

1,509,950 

1,626,812 

1,373,452 

1,626,812 

1-4 family residential mortgages. 

570,122 

620,599 

668,752 

736,823 

787,529 

663,363 

787,529 

Home equity loans. 

85,300 

98,163 

96,647 

102,335 

116,160 

91,667 

116,160 

Multifamily residential mortgage. 

38,162 

41,231 

43,242 

53,135 

59,664 

47,875 

59,664 

Commercial RE loans. 

315,989 

341,522 

370,544 

417,576 

447,247 

390,695 

447,247 

Construction RE loans. 

76,399 

88,242 

106,729 

135,621 

150,390 

118,150 

150,390 

Farmland loans. 

24,964 

27,072 

29,096 

31,902 

33,781 

30,596 

33,781 

RE loans from foreign offices. 

28,083 

28,157 

30,635 

32,558 

32,040 

31,105 

32,040 

Commercial and industrial loans. 

709,600 

794,998 

898,556 

971,020 

1,034,495 

935,940 

1,034,495 

Loans to individuals. 

562,291 

561,325 

570,863 

558,352 

568,136 

534,476 

568,136 

Credit cards. 

231,664 

231,092 

228,781 

211,994 

218,855 

192,972 

218,855 

Installment loans. 

330,626 

330,233 

342,081 

346,358 

349,281 

341,504 

349,281 

All other loans and leases. 

405,679 

373,907 

427,397 

455,581 

477,806 

468,308 

477,806 

Less: Unearned income. 

5,308 

4,469 

4,117 

3,671 

3,205 

3,664 

3,205 


'Includes “All other loans” for institutions under $1 billion in asset size. 
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Key indicators, FDIC-insured commercial banks by asset size 
Second quarter 1999 and second quarter 2000 

(Dollar figures in millions) 



Less than $100M 
1999Q2 2000Q2 

$100M to $1B 

1999Q2 2000Q2 

$1B to $10B 

1999Q2 2000Q2 

Greater than $10B 

1999Q2 2000Q2 

Number of institutions reporting. 

5,302 

5,038 

2,978 

3,058 

317 

299 

77 

82 

Total employees (FTEs). 

113,558 

105,603 

305,808 

296,321 

286,894 

248,651 

916,945 

1,011,929 

Selected income data ($) 









Net income. 

$658 

$711 

$2,409 

$2,505 

$3,612 

$2,412 

$10,267 

$9,074 

Net interest income. 

2,497 

2,496 

7,674 

7,983 

8,910 

8,209 

28,708 

32,385 

Provision for loan losses. 

147 

171 

572 

619 

1,206 

1,048 

3,005 

5,353 

Noninterest income. 

767 

734 

2,992 

2,948 

6,994 

4,440 

23,761 

27,483 

Noninterest expense. 

2,222 

2,098 

6,649 

6,661 

9,162 

7,659 

32,814 

38,740 

Net operating income. 

656 

715 

2,397 

2,532 

3,597 

2,535 

10,242 

9,782 

Cash dividends declared. 

346 

391 

1,503 

1,203 

2,057 

1,604 

9,897 

8,047 

Net charge-offs to loan and lease reserve.... 

87 

106 

380 

393 

1,015 

785 

3,072 

3,948 

Selected condition data ($) 









Total assets. 

246,970 

237,333 

736,688 

766,285 

872,730 

863,564 

3,612,272 

4,116,080 

Total loans and leases. 

146,501 

146,631 

459,352 

500,679 

552,928 

541,500 

2,149,731 

2,515,233 

Reserve for losses. 

2,119 

2,050 

6,794 

7,103 

11,040 

9,259 

37,666 

43,511 

Securities. 

68,214 

62,945 

196,173 

186,384 

203,541 

203,394 

539,468 

593,805 

Other real estate owned. 

262 

265 

719 

638 

458 

404 

1,476 

1,474 

Noncurrent loans and leases. 

1,577 

1,370 

3,768 

3,856 

4,919 

4,524 

20,906 

26,888 

Total deposits. 

210,809 

199,361 

602,347 

620,212 

596,708 

597,185 

2,270,910 

2,557,216 

Domestic deposits. 

210,799 

199,361 

600,341 

617,964 

584,565 

584,517 

1,690,962 

1,886,721 

Equity capital. 

26,736 

25,968 

69,378 

71,292 

83,205 

74,489 

286,813 

331,732 

Off-balance-sheet derivatives. 

241 

218 

8,835 

5,851 

93,432 

73,577 

33,397,720 

39,604,585 

Performance ratios (annualized %) 









Return on equity. 

9.81 

11.06 

13.87 

14.24 

17.42 

13.16 

14.22 

11.05 

Return on assets. 

1.08 

1.21 

1.32 

1.32 

1.68 

1.14 

1.14 

0.89 

Net interest income to assets. 

4.08 

4.25 

4.21 

4.22 

4.14 

3.86 

3.18 

3.18 

Loss provision to assets. 

0.24 

0.29 

0.31 

0.33 

0.56 

0.49 

0.33 

0.53 

Net operating income to assets. 

1.07 

1.22 

1.32 

1.34 

1.67 

1.19 

1.14 

0.96 

Noninterest income to assets. 

1.25 

1.25 

1.64 

1.56 

3.25 

2.09 

2.64 

2.70 

Noninterest expense to assets. 

3.63 

3.57 

3.65 

3.52 

4.26 

3.61 

3.64 

3.80 

Loss provision to loans and leases. 

0.41 

0.48 

0.51 

0.50 

0.88 

0.79 

0.56 

0.87 

Net charge-offs to loans and leases. 

0.24 

0.30 

0.34 

0.32 

0.74 

0.59 

0.57 

0.64 

Loss provision to net charge-offs. 

169.40 

161.48 

149.58 

157.51 

118.83 

133.52 

97.88 

135.52 

Performance ratios (%) 









Percent of institutions unprofitable. 

9.69 

9.81 

2.28 

2.35 

1.58 

5.69 

1.30 

9.76 

Percent of institutions with earnings. 

50.49 

65.05 

65.31 

70.44 

72.87 

62.54 

77.92 

54.88 

Nonint. income to net operating revenue. 

23.48 

22.72 

28.05 

26.97 

43.97 

35.10 

45.29 

45.91 

Nonint. expense to net operating revenue.... 

68.07 

64.96 

62.34 

60.94 

57.60 

60.55 

62.54 

64.71 

Condition ratios (%) 









Nonperforming assets to assets. 

0.74 

0.69 

0.61 

0.59 

0.62 

0.58 

0.65 

0.70 

Noncurrent loans to loans. 

1.08 

0.93 

0.82 

0.77 

0.89 

0.84 

0.97 

1.07 

Loss reserve to noncurrent loans. 

134.39 

149.68 

180.29 

184.20 

224.46 

204.66 

180.17 

161.82 

Loss reserve to loans. 

1.45 

1.40 

1.48 

1.42 

2.00 

1.71 

1.75 

1.73 

Equity capital to assets. 

10.83 

10.94 

9.42 

9.30 

9.53 

8.63 

7.94 

8.06 

Leverage ratio. 

10.84 

11.17 

9.24 

9.30 

8.72 

8.24 

6.99 

7.13 

Risk-based capital ratio. 

17.82 

17.68 

14.67 

14.20 

13.37 

12.75 

11.46 

11.48 

Net loans and leases to assets. 

58.46 

60.92 

61.43 

64.41 

62.09 

61.63 

58.47 

60.05 

Securities to assets. 

27.62 

26.52 

26.63 

24.32 

23.32 

23.55 

14.93 

14.43 

Appreciation in securities (%of par). 

-1.03 

-2.34 

-0.99 

-2.45 

-1.24 

-2.38 

-1.29 

-2.27 

Residential mortgage assets to assets. 

21.07 

21.11 

24.34 

23.56 

26.83 

26.50 

17.82 

18.97 

Total deposits to assets. 

85.36 

84.00 

81.76 

80.94 

68.37 

69.15 

62.87 

62.13 

Core deposits to assets. 

73.92 

71.73 

70.13 

68.07 

57.12 

56.04 

40.45 

38.36 

Volatile liabilities to assets. 

13.03 

15.08 

16.72 

19.00 

25.92 

28.61 

39.40 

41.72 
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Loan performance, FDIC-insured commercial banks by asset size 
Second quarter 1999 and second quarter 2000 

(Dollar figures in millions) 



Less than $100M 
1999Q2 2000Q2 

$100M to $1B 
1999Q2 2000Q2 

$1Bto$10B 

1999Q2 2000Q2 

Greater than $10B 
1999Q2 2000Q2 

Percent of loans past due 30-89 days 









Total loans and leases. 

1.43 

1.37 

1.18 

1.08 

1.26 

1.14 

1.05 

1.03 

Loans secured by real estate (RE). 

1.22 

1.15 

0.93 

0.84 

0.92 

0.79 

1.06 

1.08 

1-4 family residential mortgages .... 

1.58 

1.51 

1.14 

1.05 

1.07 

0.90 

1.12 

1.38 

Home equity loans. 

0.82 

0.74 

0.69 

0.65 

0.82 

0.83 

0.74 

0.71 

Multifamily residential mortgage. 

0.77 

0.37 

0.60 

0.44 

0.58 

0.52 

0.56 

0.41 

Commercial RE loans. 

0.86 

0.88 

0.72 

0.64 

0.77 

0.61 

0.99 

0.59 

Construction RE loans. 

1.08 

0.94 

0.98 

0.93 

0.92 

0.93 

1.32 

0.96 

Commercial and industrial loans*. 

1.46 

1.43 

1.36 

1.25 

1.21 

1.30 

0.72 

0.66 

Loans to individuals. 

2.21 

2.16 

2.00 

1.95 

2.15 

2.05 

2.23 

2.12 

Credit cards. 

2.74 

1.98 

3.27 

3.49 

2.60 

2.52 

2.29 

2.32 

Installment loans. 

2.18 

2.17 

1.74 

1.65 

1.77 

1.81 

2.19 

1.95 

All other loans and leases. 





1.04 

1.03 

0.59 

0.58 

Percent of loans noncurrent 









Total loans and leases. 

1.08 

0.93 

0.82 

0.77 

0.89 

0.84 

0.97 

1.07 

Loans secured by real estate (RE). 

0.86 

0.77 

0.66 

0.61 

0.77 

0.70 

0.95 

0.84 

1-4 family residential mortgages. 

0.78 

0.68 

0.66 

0.58 

0.79 

0.67 

0.83 

0.89 

Home equity loans. 

0.45 

0.34 

0.37 

0.28 

0.41 

0.32 

0.33 

0.32 

Multifamily residential mortgage. 

0.71 

0.42 

0.56 

0.41 

0.54 

0.37 

0.80 

0.32 

Commercial RE loans. 

0.83 

0.79 

0.66 

0.64 

0.81 

0.78 

1.12 

0.82 

Construction RE loans. 

0.61 

0.68 

0.61 

0.60 

0.75 

0.74 

1.01 

0.78 

Commercial and industrial loans*. 

1.59 

1.33 

1.24 

1.19 

1.03 

1.19 

1.02 

1.41 

Loans to individuals. 

0.82 

0.76 

0.82 

0.78 

1.12 

0.93 

1.55 

1.53 

Credit cards. 

1.77 

1.08 

2.17 

2.23 

1.81 

1.64 

1.89 

1.90 

Installment loans. 

0.78 

0.75 

0.55 

0.50 

0.54 

0.57 

1.34 

1.22 

All other loans and leases. 





0.59 

0.52 

0.43 

0.46 

Percent of loans charged-off, net 









Total loans and leases. 

0.24 

0.30 

0.34 

0.32 

0.74 

0.59 

0.57 

0.64 

Loans secured by real estate (RE). 

0.03 

0.05 

0.04 

0.04 

0.08 

0.09 

0.07 

0.09 

1-4 family residential mortgages. 

0.03 

0.06 

0.06 

0.05 

0.11 

0.14 

0.10 

0.10 

Home equity loans. 

0.04 

0.05 

0.05 

0.05 

0.20 

0.16 

0.17 

0.13 

Multifamily residential mortgage. 

-0.01 

-0.01 

0.01 

0.02 

0.06 

-0.02 

-0.02 

0.08 

Commercial RE loans. 

0.03 

0.05 

0.03 

0.03 

0.01 

0.05 

0.01 

0.06 

Construction RE loans. 

0.06 

0.03 

0.02 

0.04 

0.08 

0.06 

0.02 

0.01 

Commercial and industrial loans*. 

0.44 

0.49 

0.47 

0.43 

0.47 

0.56 

0.55 

0.70 

Loans to individuals. 

0.67 

0.92 

1.42 

1.47 

2.67 

2.27 

2.14 

2.26 

Credit cards. 

2.81 

7.97 

5.37 

6.98 

4.74 

4.87 

3.96 

3.87 

Installment loans. 

0.58 

0.58 

0.59 

0.40 

0.86 

0.95 

0.96 

0.98 

All other loans and leases. 





0.29 

0.32 

0.18 

0.20 

Loans outstanding ($) 









Total loans and leases. 

$146,501 

$146,631 

$459,352 

$500,679 

$552,928 

$541,500 

$2,149,731 

$2,515,233 

Loans secured by real estate (RE). 

82,399 

83,853 

287,236 

319,000 

280,349 

296,448 

723,468 

927,510 

1-4 family residential mortgages. 

38,678 

38,765 

122,644 

130,364 

130,845 

130,940 

371,195 

487,461 

Home equity loans. 

1,828 

1,957 

12,032 

13,421 

17,482 

17,960 

60,324 

82,822 

Multifamily residential mortgage. 

1,730 

1,851 

9,522 

10,931 

11,032 

11,531 

25,590 

35,351 

Commercial RE loans. 

22,998 

23,511 

103,019 

117,203 

89,460 

98,461 

175,219 

208,071 

Construction RE loans. 

6,356 

6,813 

27,991 

33,810 

27,998 

33,505 

55,806 

76,262 

Farmland loans. 

10,809 

10,956 

11,968 

13,219 

3,172 

3,693 

4,647 

5,914 

RE loans from foreign offices. 

0 

0 

59 

52 

360 

358 

30,687 

31,630 

Commercial and industrial loans. 

25,071 

25,039 

83,268 

90,786 

118,123 

119,104 

709,478 

799,565 

Loans to individuals. 

20,674 

20,114 

63,910 

64,643 

119,842 

93,574 

330,050 

389,805 

Credit cards. 

819 

803 

10,713 

10,571 

54,992 

31,587 

126,448 

175,894 

Installment loans. 

19,855 

19,311 

53,197 

54,072 

64,851 

61,987 

203,602 

213,911 

All other loans and leases. 

18,747 

17,878 

25,859 

27,059 

35,225 

32,991 

388,477 

399,879 

Less: Unearned income. 

390 

253 

920 

808 

611 

618 

1,743 

1,525 


‘Includes “All other loans” for institutions under $1 billion in asset size. 
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Key indicators, FDIC-insured commercial banks by region 
Second quarter 2000 

(Dollar figures in millions) 



Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

All 

institutions 

Number of institutions reporting. 

669 

1,435 

1,833 

2,180 

1,430 

930 

8,477 

Total employees (FTEs). 

492,441 

471,357 

281,833 

129,780 

117,804 

169,289 

1,662,504 

Selected income data ($) 








Net income. 

$5,964 

$1,859 

$2,301 

$1,554 

$821 

$2,202 

$14,702 

Net interest income. 

15,220 

13,628 

8,186 

4,103 

3,163 

6,773 

51,072 

Provision for loan losses. 

2,309 

1,614 

1,139 

623 

337 

1,170 

7,191 

Noninterest income. 

16,362 

7,180 

4,061 

2,578 

1,057 

4,367 

35,604 

Noninterest expense. 

19,879 

15,052 

7,461 

3,740 

2,645 

6,381 

55,159 

Net operating income. 

5,874 

2,429 

2,552 

1,563 

905 

2,240 

15,564 

Cash dividends declared. 

3,080 

4,076 

1,731 

785 

432 

1,142 

11,246 

Net charge-offs to loan and lease reserve.... 

1,996 

1,098 

548 

551 

165 

873 

5,232 

Selected condition data ($) 








Total assets. 

2,042,882 

1,605,351 

1,011,799 

417,424 

317,105 

588,701 

5,983,262 

Total loans and leases. 

1,093,864 

1,054,508 

686,290 

283,502 

188,447 

397,433 

3,704,044 

Reserve for losses. 

20,703 

15,974 

9,785 

4,551 

2,613 

8,298 

61,924 

Securities. 

337,476 

282,953 

180,318 

70,726 

80,369 

94,687 

1,046,529 

Other real estate owned. 

795 

824 

387 

193 

239 

344 

2,781 

Noncurrent loans and leases. 

13,883 

9,398 

5,782 

2,217 

1,824 

3,533 

36,638 

Total deposits. 

1,290,668 

1,066,536 

677,455 

284,119 

249,469 

405,725 

3,973,973 

Domestic deposits. 

816,881 

949,277 

612,629 

272,903 

247,960 

388,912 

3,288,563 

Equity capital. 

163,637 

132,557 

80,637 

38,700 

27,752 

60,198 

503,481 

Off-balance-sheet derivatives. 

29,731,371 

8,079,662 

1,166,613 

37,150 

25,882 

261,394 

39,302,072 

Performance ratios (annualized %) 








Return on equity. 

14.73 

5.60 

11.55 

16.84 

11.97 

14.92 

11.81 

Return on assets. 

1.18 

0.47 

0.92 

1.52 

1.04 

1.52 

0.99 

Net interest income to assets. 

3.00 

3.45 

3.27 

4.01 

4.01 

4.68 

3.45 

Loss provision to assets. 

0.46 

0.41 

0.45 

0.61 

0.43 

0.81 

0.49 

Net operating income to assets. 

1.16 

0.61 

1.02 

1.53 

1.15 

1.55 

1.05 

Noninterest income to assets. 

3.23 

1.82 

1.62 

2.52 

1.34 

3.02 

2.41 

Noninterest expense to assets. 

3.92 

3.81 

2.98 

3.66 

3.35 

4.41 

3.73 

Loss provision to loans and leases. 

0.86 

0.62 

0.67 

0.90 

0.72 

1.20 

0.79 

Net charge-offs to loans and leases. 

0.74 

0.42 

0.32 

0.80 

0.35 

0.90 

0.58 

Loss provision to net charge-offs. 

115.58 

146.91 

207.84 

112.94 

204.57 

133.94 

137.40 

Performance ratios (%) 








Percent of institutions unprofitable. 

10.76 

12.20 

5.62 

3.76 

4.76 

9.78 

6.97 

Percent of institutions with earnings. 

64.87 

65.51 

64.76 

67.48 

67.48 

71.61 

66.80 

Nonint. income to net operating revenue. 

51.81 

34.51 

33.16 

38.58 

25.05 

39.20 

41.08 

Nonint. expense to net operating revenue.... 

62.94 

72.34 

60.93 

55.98 

62.69 

57.28 

63.64 

Condition ratios (%) 








Nonperforming assets to assets. 

0.73 

0.64 

0.62 

0.58 

0.65 

0.68 

0.67 

Noncurrent loans to loans. 

1.27 

0.89 

0.84 

0.78 

0.97 

0.89 

0.99 

Loss reserve to noncurrent loans. 

149.12 

169.96 

169.24 

205.24 

143.27 

234.86 

169.01 

Loss reserve to loans. 

1.89 

1.51 

1.43 

1.61 

1.39 

2.09 

1.67 

Equity capital to assets. 

8.01 

8.26 

7.97 

9.27 

8.75 

10.23 

8.41 

Leverage ratio. 

7.41 

7.53 

7.62 

8.33 

8.28 

8.88 

7.73 

Risk-based capital ratio. 

12.43 

11.56 

11.76 

12.48 

13.61 

12.76 

12.16 

Net loans and leases to assets. 

52.53 

64.69 

66.86 

66.83 

58.60 

66.10 

60.87 

Securities to assets. 

16.52 

17.63 

17.82 

16.94 

25.34 

16.08 

17.49 

Appreciation in securities (% of par). 

-2.16 

-2.90 

-2.09 

-2.02 

-2.66 

-1.65 

-2.33 

Residential mortgage assets to assets. 

16.10 

26.90 

22.02 

19.29 

22.25 

17.94 

20.73 

Total deposits to assets. 

63.18 

66.44 

66.96 

68.06 

78.67 

68.92 

66.42 

Core deposits to assets. 

31.91 

50.47 

51.03 

58.11 

66.23 

54.96 

46.04 

Volatile liabilities to assets. 

46.91 

32.28 

33.48 

24.34 

22.12 

26.93 

35.86 
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Loan performance, FDIC-insured commercial banks by region 
Second quarter 2000 

(Dollar figures in millions) 



Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

All 

institutions 

Percent of loans past due 30-89 days 

Total loans and leases. 

1.00 

1.00 

1.18 

1.32 

1.10 

1.02 

1.06 

Loans secured by real estate (RE). 

1.00 

1.04 

1.05 

0.96 

0.97 

0.68 

0.98 

1-4 family residential mortgages. 

1.20 

1.46 

1.18 

1.05 

1.13 

0.85 

1.25 

Home equity loans. 

0.63 

0.60 

1.02 

0.71 

0.89 

0.54 

0.72 

Multifamily residential mortgage. 

0.23 

0.37 

0.75 

0.50 

1.01 

0.27 

0.43 

Commercial RE loans. 

0.62 

0.48 

0.82 

0.82 

0.73 

0.49 

0.62 

Construction RE loans. 

0.79 

0.61 

1.43 

1.21 

1.21 

0.96 

0.94 

Commercial and industrial loans*. 

0.59 

0.60 

1.12 

1.78 

1.26 

1.08 

0.85 

Loans to individuals. 

2.35 

2.06 

2.09 

2.03 

1.46 

1.78 

2.09 

Credit cards. 

2.75 

2.57 

1.87 

2.21 

1.32 

1.86 

2.41 

Installment loans. 

1.97 

1.88 

2.12 

1.85 

1.46 

1.62 

1.89 

All other loans and leases. 

0.36 

0.58 

0.93 

0.75 

0.48 

0.90 

0.58 

Percent of loans noncurrent 

Total loans and leases. 

1.27 

0.89 

0.84 

0.78 

0.97 

0.89 

0.99 

Loans secured by real estate (RE). 

0.89 

0.77 

0.78 

0.59 

0.85 

0.58 

0.77 

1-4 family residential mortgages. 

0.80 

0.91 

0.77 

0.50 

0.66 

0.57 

0.79 

Home equity loans. 

0.31 

0.22 

0.53 

0.28 

0.31 

0.18 

0.32 

Multifamily residential mortgage. 

0.22 

0.33 

0.49 

0.26 

0.37 

0.45 

0.35 

Commercial RE loans. 

0.84 

0.71 

0.86 

0.63 

0.94 

0.63 

0.76 

Construction RE loans. 

0.74 

0.68 

0.81 

0.64 

1.03 

0.62 

0.73 

Commercial and industrial loans*. 

1.68 

1.32 

1.07 

1.16 

1.70 

1.44 

1.41 

Loans to individuals. 

2.13 

0.85 

0.72 

1.02 

0.47 

1.12 

1.32 

Credit cards. 

2.36 

1.61 

1.04 

1.49 

0.71 

1.51 

1.88 

Installment loans. 

1.91 

0.58 

0.67 

0.54 

0.46 

0.40 

0.97 

All other loans and leases. 

0.39 

0.36 

0.65 

0.44 

0.41 

0.46 

0.44 

Percent of loans charged-off, net 

Total loans and leases. 

0.74 

0.42 

0.32 

0.80 

0.35 

0.90 

0.58 

Loans secured by real estate (RE). 

0.06 

0.09 

0.09 

0.08 

0.07 

0.07 

0.08 

1-4 family residential mortgages. 

0.06 

0.12 

0.09 

0.19 

0.07 

0.08 

0.10 

Home equity loans. 

0.12 

0.11 

0.19 

0.19 

0.38 

0.01 

0.13 

Multifamily residential mortgage. 

0.00 

0.02 

0.03 

-0.09 

-0.04 

0.31 

0.05 

Commercial RE loans. 

0.02 

0.05 

0.09 

-0.02 

0.05 

0.05 

0.05 

Construction RE loans. 

0.00 

0.04 

0.01 

-0.04 

0.09 

0.04 

0.03 

Commercial and industrial loans*. 

0.65 

0.67 

0.50 

0.57 

0.64 

1.17 

0.67 

Loans to individuals. 

2.63 

1.52 

0.95 

3.22 

0.79 

2.77 

2.12 

Credit cards. 

4.25 

3.31 

3.42 

6.03 

3.02 

3.82 

4.19 

Installment loans. 

1.08 

0.92 

0.62 

0.51 

0.71 

0.98 

0.86 

All other loans and leases. 

0.12 

0.24 

0.22 

0.23 

0.10 

0.42 

0.19 

Loans outstanding ($) 

Total loans and leases. 

$1,093,864 

$1,054,508 

$686,290 

$283,502 

$188,447 

$397,433 

$3,704,044 

Loans secured by real estate (RE). 

350,485 

549,890 

321,278 

127,522 

89,119 

188,518 

1,626,812 

1-4 family residential mortgages. 

187,418 

292,885 

148,273 

57,718 

35,787 

65,448 

787,529 

Home equity loans. 

25,547 

39,937 

29,635 

6,477 

1,250 

13,314 

116,160 

Multifamily residential mortgage. 

15,207 

16,759 

12,269 

3,810 

2,701 

8,918 

59,664 

Commercial RE loans. 

77,289 

134,149 

94,097 

35,819 

33,772 

72,121 

447,247 

Construction RE loans. 

15,248 

56,527 

28,665 

13,179 

11,916 

24,855 

150,390 

Earmland loans. 

1,301 

6,857 

8,304 

10,519 

3,692 

3,108 

33,781 

RE loans from foreign offices. 

28,475 

2,777 

34 

0 

0 

755 

32,040 

Commercial and industrial loans. 

337,306 

283,808 

199,907 

66,229 

49,623 

97,621 

1,034,495 

Loans to individuals. 

203,230 

123,054 

76,391 

52,758 

33,986 

78,717 

568,136 

Credit cards. 

98,386 

32,386 

9,269 

26,646 

1,304 

50,863 

218,855 

Installment loans. 

104,844 

90,668 

67,122 

26,111 

32,682 

27,853 

349,281 

All other loans and leases. 

204,145 

98,495 

89,028 

37,052 

15,983 

33,104 

477,806 

Less: Unearned income. 

1,303 

739 

314 

58 

263 

528 

3,205 


‘Includes “All other loans” for institutions under $1 billion in asset size. 
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Glossary 


Data Sources 

Data are from the Federal Financial Institutions Examina¬ 
tion Councii (FFIEC) Reports of Condition and Income 
(call reports) submitted by all EDIC-insured, national- 
chartered and state-chartered commercial banks and 
trust companies in the United States and its territories. 
Uninsured banks, savings banks, savings associations, 
and U.S. branches and agencies of foreign banks are 
excluded from these tables. All data are collected and 
presented based on the location of each reporting institu¬ 
tion’s main office. Reported data may include assets and 
liabilities located outside of the reporting institution's home 
state. 

The data are stored on and retrieved from the OCC’s In¬ 
tegrated Banking Information System (IBIS), which is ob¬ 
tained from the EDIC’s Research Information System (RIS) 
database. 

Computation Methodology 

For performance ratios constructed by dividing an income 
statement (flow) item by a balance sheet (stock) item, the 
income item for the period was annualized (multiplied by 
the number of periods in a year) and divided by the aver¬ 
age balance sheet item for the period (beginning-of- 
period amount plus end-of-period amount plus any interim 
periods, divided by the total number of periods). For 
“pooling-of-interest” mergers, prior period(s) balance 
sheet items of “acquired” institution(s) are included in bal¬ 
ance sheet averages because the year-to-date income 
reported by the “acquirer” includes the year-to-date re¬ 
sults of “acquired” institutions. No adjustments are made 
for “purchase accounting” mergers because the year-to- 
date income reported by the “acquirer” does not include 
the prior-to-merger results of “acquired” institutions. 

Definitions 

Commercial real estate loans—loans secured by nonfarm 
nonresidential properties. 

Construction real estate loans—includes loans for all 
property types under construction, as well as loans for 
land acquisition and development. 

Core deposits—the sum of transaction deposits plus sav¬ 
ings deposits plus small time deposits (under $100,000). 

IBIS —OCC’s Integrated Banking Information System. 


Leverage ratio—Tier 1 capital divided by adjusted tan¬ 
gible total assets. 

Loans to individuals—includes outstanding credit card 
balances and other secured and unsecured installment 
loans. 

Net charge-offs to loan and lease reserve—total loans 
and leases charged off (removed from balance sheet be¬ 
cause of uncollectibility), less amounts recovered on loans 
and leases previously charged off. 

Net loans and leases to assets—total loans and leases 
net of the reserve for losses. 

Net operating income—income excluding discretionary 
transactions such as gains (or losses) on the sale of in¬ 
vestment securities and extraordinary items. Income taxes 
subtracted from operating income have been adjusted to 
exclude the portion applicable to securities gains (or 
losses). 

Net operating revenue—the sum of net interest income 
plus noninterest income. 

Noncurrent loans and leases—the sum of loans and 
leases 90 days or more past due plus loans and leases in 
nonaccrual status. 

Nonperforming assets—the sum of noncurrent loans and 
leases plus concurrent debt securities and other assets 
plus other real estate owned. 

Number of institutions reporting—the number of institu¬ 
tions that actually filed a financial report. 

Off-balance-sheet derivatives—the notional value of fu¬ 
tures and forwards, swaps, and options contracts; begin¬ 
ning March 31, 1995, new reporting detail permits the 
exclusion of spot foreign exchange contracts. For March 
31, 1984 through December 31, 1985, only foreign ex¬ 
change futures and forwards contracts were reported; be¬ 
ginning March 31, 1986, interest rate swaps contracts 
were reported; beginning March 31, 1990, banks began 
to report interest rate and other futures and forwards con¬ 
tracts, foreign exchange and other swaps contracts, and 
all types of option contracts. 

Other real estate owned—primarily foreclosed property. 
Direct and indirect investments in real estate ventures are 
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excluded. The amount is reflected net of valuation allow¬ 
ances. 

Percent of institutions unprofitable—the percent of institu¬ 
tions with negative net income for the respective period. 

Percent of institutions with earnings gains—the percent of 
institutions that increased their net income (or decreased 
their losses) compared to the same period a year earlier. 

Reserve for losses—the sum of the allowance for loan 
and lease losses plus the allocated transfer risk reserve. 

Residential mortgage assets—the sum of 1-4 family resi¬ 
dential mortgages plus mortgage-backed securities. 

Return on assets (ROA)—net income (including gains or 
losses on securities and extraordinary items) as a per¬ 
centage of average total assets. 

Return on equity (ROE)—net income (including gains or 
losses on securities and extraordinary items) as a per¬ 
centage of average total equity capital. 

Risk-based capital ratio—total capital divided by risk 
weighted assets. 

Risk-weighted assets—assets adjusted for risk-based 
capital definitions which include on-balance-sheet as well 
as off-balance-sheet items multiplied by risk weights that 
range from zero to 100 percent. 

Securities—excludes securities held in trading accounts. 
Effective March 31, 1994 with the full implementation of 


Financial Accounting Standard (FAS) 115, securities clas¬ 
sified by banks as “held-to-maturity” are reported at their 
amortized cost, and securities classified a “available-for- 
sale” are reported at their current fair (market) values. 

Securities gains (losses)—net pre-tax realized gains 
(losses) on held-to-maturity and available-for-sale securi¬ 
ties. 

Total capital—the sum of Tier 1 and Tier 2 capital. Tier 1 
capital consists of common equity capital plus noncumu- 
lative perpetual preferred stock plus minority interest in 
consolidated subsidiaries less goodwill and other ineli¬ 
gible intangible assets. Tier 2 capital consists of subordi¬ 
nated debt plus intermediate-term preferred stock plus 
cumulative long-term preferred stock plus a portion of a 
bank’s allowance for loan and lease losses. The amount 
of eligible intangibles (including mortgage servicing 
rights) included in Tier 1 capital and the amount of the 
allowance included in Tier 2 capital are limited in accor¬ 
dance with supervisory capital regulations. 

Volatile liabilities—the sum of large-denomination time de¬ 
posits plus foreign-office deposits plus federal funds pur¬ 
chased plus securities sold under agreements to repur¬ 
chase plus other borrowings. Beginning March 31, 1994, 
new reporting detail permits the exclusion of other bor¬ 
rowed money with original maturity of more than one year; 
previously, all other borrowed money was included. Also 
beginning March 31, 1994, the newly reported “trading 
liabilities less revaluation losses on assets held in trading 
accounts” is included. 
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Recent Corporate Decisions 


The OCC publishes monthly, in its publication Interpreta¬ 
tions and Actions, corporate decisions that represent a 
new or changed policy, or present issues of general inter¬ 
est to the public or the banking industry. In addition, sum¬ 
maries of selected corporate decisions appear in each 
issue of the Quarterly Journal. In the second quarter of 
2000, the following corporate decisions were of particular 
importance because they were precedent-setting or other¬ 
wise represented issues of importance. The OCC’s deci¬ 
sion documents for these decisions may be found in 
Interpretations and Aotions using the decision or ap¬ 
proval number at the end of each summary. 

Charters 

In the first quarter of 2000, the OCC began imposing a 
new standard condition on all newly chartered banks. 
Through this standard condition the OCC requires that a 
new bank provide prior notification, and in some cases 
obtain prior approval, of any significant deviation or 
change from the operating plan upon which the charter is 
approved. This condition remains in effect for a new 
bank's first three years of operation. 

On April 13, 2000, the OCC granted preliminary condi¬ 
tional approval to a proposal by Ampllcon, Inc., to charter 
an Internet-only national bank titled Hutton National Bank, 
later renamed California First National Bank, Santa Ana, 
California. The bank’s business strategy is to purchase 
equipment leases from companies that originate such 
leases to small- and medium-sized businesses, including 
those from its parent company Amplicon, and to offer 
consumer-oriented deposit products and related elec¬ 
tronic payment services. Approval was granted subject to 
certain pre-opening requirements and ongoing conditions 
addressing a capital and funding maintenance agreement 
with the parent company, methodology for determining 
the price paid for lease rental payment streams, contin¬ 
gency planning, and Internet security. [Conditional Ap¬ 
proval No. 383] 

Cn April 3, 2000, the CCC granted preliminary conditional 
approval to a proposal by Synovus Financial Corporation, 
Columbus, Georgia, to charter a national bank under the 
name pointpathbank. National Association, Columbus, 
Georgia. The bank will offer traditional products and ser¬ 
vices over the Internet and will not have a “brick and 
mortar” presence. Approval was granted subject to cer¬ 
tain pre-opening requirements and ongoing conditions 


addressing, among other things, technology and Internet 
security matters. [Conditional Approval No. 368] 

Mergers 

Cn June 20, 2000, the CCC granted approval for 
TeamBank, National Association, Freeman, Missouri, to 
merge with its affiliate. First National Bank and Trust Com¬ 
pany, Parsons, Kansas. The resulting bank of this inter¬ 
state merger will retain and operate the Paola office as its 
main office and all other offices as branches. [Corporate 
Decision No. 2000-09] 

Cn June 22, 2000, the CCC granted conditional approval 
for Cld National Bank, Lawrenceville, Indiana (CNB) to 
acquire Permanent Bank, Evansville, Indiana. The ap¬ 
proval requires that CNB comply with a two-branch dives¬ 
titure agreement it signed with the Department of Justice. 
The approval also requires that, within two years from the 
date of the consummation of the merger, CNB either con¬ 
form its investment in a life insurance company with appli¬ 
cable laws or divest of its investment in the company. 
[Conditional Approval No. 406] 

Branch 

Cn June 21, 2000, the CCC granted approval for First 
National Bank, Houston, Missouri, to establish a branch in 
Mountain Grove, Missouri. In establishing the branch, the 
bank will demolish a building that is eligible for listing in 
the National Register of Historic Places. The approval re¬ 
quires the bank to prepare a recordation of the building, 
and have it accepted by the state historic preservation 
office, prior to demolition of the building. [Corporate Deci¬ 
sion No. 2000-10] 

Operating Subsidiaries 

Cn April 25, 2000, the CCC granted conditional approval 
for Union Planters Bank, NA, Memphis, Tennessee, to ac¬ 
quire an operating subsidiary. The subsidiary contracts 
with businesses to manage human resource and employ¬ 
ment functions such as payroll processing, employment 
benefit administration, workers compensation, cost man¬ 
agement, tax reporting, and regulatory compliance. The 
subsidiary also sells, as agent, supplemental insurance 
products and performs certain administrative services. 
The approval requires the subsidiary to maintain ad- 
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equate employment practices liability insurance. [Condi¬ 
tional Approval No. 384] 

On May 10, 2000, the OCC granted approval for Mellon 
Bank, National Association, Pittsburgh, Pennsylvania, to 
acquire as an operating subsidiary MPAM Private Equity, 
LLC, a limited liability company (LLC). The LLC serves as 
a sole general partner of MPAM 1999 Private Equity Fund, 
LP, a Delaware limited partnership that is used as an in¬ 
vestment vehicle for bank clients. [Corporate Decision No. 
2000-07] 

On June 1, 2000, the OCC granted approval for The 
Citizens National Bank of Evans City, Evans City, Pennsyl¬ 
vania, to establish an operating subsidiary, CNBCom- 
merce.com, L.L.C., to provide services to merchants that 
facilitate the sales of goods and services over the 
Internet. The LLC will offer a package of Internet services 
that bundle payments processing with the support neces¬ 
sary for merchants to have their Web sites linked to a 
“virtual mall” Web site. The LLC will also offer these ser¬ 
vices to other financial institutions on a wholesale basis for 
their respective customers. [Corporate Decision No. 2000- 
08] 

On June 24, 2000, the OCC granted approval for Fleet 
National Bank, Providence, Rhode Island, to acquire a 
second-tier operating subsidiary that provides govern¬ 
ment program counseling and benefits services. In addi¬ 
tion, as finder, the subsidiary brings together program 
participants with potential employers. [Corporate Decision 
No. 2000-11] 

Noncontrolling Investment 

On May 19, 2000, the OCC granted conditional approval 
for Chase Manhattan Bank USA, National Association, 


Wilmington, Delaware, Wells Fargo Bank, National Asso¬ 
ciation, San Francisco, California, and First Union National 
Bank, Charlotte, North Carolina, to retain their minority, 
noncontrolling investment in Spectrum EBP, LLC following 
its expansion of activities to include bill payment services. 
The approval was granted subject to the OCC's standard 
conditions for noncontrolling investments by national 
banks. [Conditional Approval No. 389] 


Community Reinvestment Act Decisions 


On April 19, 2000, the OCC granted conditional approval 
for Northern National Bank, Nisswa, Minnesota, to estab¬ 
lish a branch in Baxter, Minnesota. In March 1999, the 
OCC assigned Northern National Bank a CRA rating of 
“needs to improve.” After reviewing the bank’s progress in 
addressing its CRA weaknesses, the OCC determined 
that the imposition of an enforceable condition requiring 
continuing progress was appropriate and consistent with 
the Community Reinvestment Act and OCC policies there¬ 
under. [CRA Decision No. 105] 


On June 23, 2000, the OCC granted approval for Norwest 
Bank Wisconsin, NA, Milwaukee, Wisconsin, to merge 
with Norwest Bank La Crosse, La Crosse, Wisconsin, and 
Norwest Bank Hudson, NA, Hudson, Wisconsin. A com¬ 
munity organization expressed concerns with Norwest’s 
level of lending to low- and moderate-income (LMI) and 
minority borrowers, and within LMI census tracts. In addi¬ 
tion, the organization expressed “steering” concerns with 
a subprime unit of Wells Fargo Home Mortgage, Inc. The 
OCC’s investigation of those concerns disclosed no infor¬ 
mation that was inconsistent with approval under Commu¬ 
nity Reinvestment Act. [CRA Decision No. 106] 
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Special Supervision/Fraud and 
Enforcement Activities 


The Special Supervision/Fraud Division of the Bank Super¬ 
vision Operations Department supervises the resolution 
of critical problem banks through rehabilitation or orderly 
failure management, monitors the supervision of del¬ 
egated problem banks, coordinates fraud/white collar 
crime examinations, provides training, disseminates infor¬ 
mation, and supports OCC supervisory objectives as an 
advisor and liaison to OCC management and field staff on 
emerging problem bank and fraud/white collar crime re¬ 
lated issues. Fraud experts are located in each district 
office, in the large bank division, and the OCC’s Washing¬ 
ton office. 

This section includes information on problem national 
banks, national bank failures, and enforcement actions. 
Data on problem banks and bank failures is provided by 
OCC’s Special Supervision/Fraud Division in Washington. 
Information on enforcement actions is provided by the En¬ 
forcement and Compliance Division (E&C) of the la\A/ de¬ 
partment. The latter is principally responsible for 
presenting and litigating administrative actions on the 
OCC’s behalf against banks requiring special supervision. 


Problem National Banks and 
National Bank Failures 

Although the number of problem banks is relatively stable, 
a slight increase in problem banks is now evident. Even 
so, problem banks represented less than 1 percent of the 
national bank population at June 30, 2000. The number of 
problem banks or those rated CAMELS 4 or 5 totals 17 at 


Figure 1—Problem national bank historical 
trend line 



Source: Special Supervision/Fraud 


June 30, 2000. (The CAMELS rating is the composite rat¬ 
ing based on capital, asset quiity, management, earnings, 
liquidity, and sensitivity to market risk.) This low volume of 
problem banks reflects the stable economy and generally 
favorable economic conditions. There was one national 
bank failure during the first six months of 2000, out of 
three commercial bank failures. 


Figure 2—Bank failures 



1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 6/2000 


Source: Special Supervision/Fraud 


Enforcement Actions 

The CCC has a number of remedies with which to carry 
out its supervisory responsibilities. When it identifies 
safety and soundness or compliance problems, these 
remedies range from advice and moral suasion to infor¬ 
mal and formal enforcement actions. These mechanisms 
are designed to achieve expeditious corrective and reme¬ 
dial action to return the bank to a safe and sound condi¬ 
tion. 

The OCC takes enforcement actions primarily against na¬ 
tional banks and individuals associated with national 
banks. The OCC’s informal enforcement actions against 
banks include commitment letters and memoranda of un¬ 
derstanding (MOUs). Informal enforcement actions are 
meant to handle less serious supervisory problems identi¬ 
fied by the OCC in its supervision of national banks. Fail¬ 
ure to honor informal enforcement actions will provide 
strong evidence of the need for the OCC to take formal 
enforcement action. 

The most common types of formal enforcement ac¬ 
tions issued by the OCC against banks over the past 
several years have been formal agreements and cease- 
and-desist orders. Formal agreements are documents 
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Figure 5—Formal agreements 


signed by a national bank’s board of directors and the 
OCC in which specific corrective and remedial measures 
are enumerated as necessary to return the bank to a 
safe and sound condition. Violations of a formal agree¬ 
ment may result in the assessment of a civil money 
penalty (CMP). Cease-and-desist orders (C&Ds), some¬ 
times issued as consent orders, are similar in content to 
formal agreements, and violations of a C&D are also a 
basis for a CMP assessment. In addition, a C&D may be 
enforced by an action for injunctive relief in federal district 
court. 



1996 1997 1998 1999 6/2000 


The charts below show total numbers of the various types 
of enforcement actions completed by the OCC against 
banks in the last several years. (Year-2000 related actions 
taken in 1999 are noted in parentheses.) 


Source: SMS. Note that SMS totals for previous years' completed enforcement 
actions may be adjusted to reflect revised aggregates. 

*2 of which are for year-2000 problems 

Figure 6—Cease-and-desist orders against banks 


Figure 3—Commitment letters 



1996 1997 1998 1999 6/2000 


Source: OCC Supervisory Monitoring System (SMS). Note that SMS totals for 
previous years' completed enforcement actions may be adjusted to reflect 
revised aggregates. 

*6 of which are for year-2000 problems 
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1996 1997 1998 1999 6/2000 

Source: SMS. Note that SMS totals for previous years' completed enforcement 
actions may be adjusted to reflect revised aggregates. 

*1 of which is for year-2000 problems 


The OCC also issued three CMPs against national banks 
in the first half of 2000. 


Figure 4 —Memorandums of understanding 


35 



1996 1997 1998 1999 6/2000 

Source: SMS. Note that SMS totals for previous years' completed enforcement 
actions may be adjusted to reflect revised aggregates. 

*6 of which are for year-2000 problems 


The most common enforcement actions against individu¬ 
als are CMPs, personal C&Ds, and removal and prohibi¬ 
tion orders. CMPs are authorized for violations of laws, 
rules, regulations, formal written agreements, final orders, 
conditions imposed in writing, and under certain circum¬ 
stances, unsafe or unsound banking practices and 
breaches of fiduciary duty. Personal C&Ds may be used 
to restrict individuals’ activities and to order payment of 
restitution. Removal and prohibition actions, which are 
used in the most serious cases, result in lifetime bans 
from the banking industry. 

The charts below show total numbers of the various types 
of enforcement actions completed by the OCC against 
individuals in the first half of 2000 and in the last several 
years. 
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Figure 7—Civil money penalties against individuals 
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Source: SMS. Note that SMS totals for previous years' completed enforcement 
actions may be adjusted to reflect revised aggregates. 
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Figure 8—Cease-and-desist orders against 
individuals 
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1996 1997 1998 1999 6/2000 


Source: SMS. Note that SMS totals for previous years' complefed enforcement 
actions may be adjusted to reflect revised aggregates. 


Figure 9—Removal and prohibition orders 
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Source: SMS. Note that SMS totals for previous years' complefed enforcement 
actions may be adjusted to reflect revised aggregates. 


Recent Enforcement Cases 


Consent Orders and Formal Agreements 

In February 2000, the former president of a community 
bank in Texas consented to the issuance of a cease-and- 
desist order against him. The former president arranged 
for a director of the bank to act as a nominee borrower, 


who then passed on the proceeds of severai bank ioans 
to another bank borrower (another former director), whose 
credit at the bank had aiready exceeded the bank's legai 
lending limit. The cease-and-desist order requires the 
former president, whenever he is affiliated with an insured 
depository institution, to comply with all applicable lend¬ 
ing limit laws and regulations, to stop using nominee bor¬ 
rowers, to make reasonable efforts to ensure loan 
purposes are accurately recorded, and to file accurate 
call reports. 

In February and March 2000, three directors of a commu¬ 
nity bank in California consented to the issuance of orders 
requiring them to pay civil money penalties and restitution. 
The directors approved two nominee loans which caused 
loss of over $400,000 to the bank. The OCC orders re¬ 
quired the directors to make restitution and pay civil 
money penalties of $5,000, $1,000, and $1,000, respec¬ 
tively. 

In March 2000, the former chairman and president of a 
community bank in Louisiana consented to an order pro¬ 
hibiting him from banking and requiring him to pay restitu¬ 
tion of $300,000 and a civil money penalty of $150,000. 
The former chairman misused bank funds by causing the 
bank to pay over $225,000 in excessive fees to affiliates 
and to pay for a life insurance policy for the benefit of his 
children. In addition, he attempted to use bank funds to 
settle a private lawsuit against himself. 

In May 2000, Advanta National Bank consented to a com¬ 
prehensive cease-and-desist order requiring it to write 
down the value of its residual assets that resulted from the 
securitization of its home mortgage and home equity loan 
portfolios. The order also required the bank to correct its 
model for valuing its residuals, meet increased capital ra¬ 
tios, restrict its growth, renegotiate an arm’s length con¬ 
tract with its affiliated servicing company, establish 
acceptable policies and procedures in numerous aspects 
of its operations, stop accepting brokered deposits, and 
improve its risk management and strategic planning. 

In June 2000, Providian National Bank consented to the 
issuance of a cease-and-desist order that requires the 
bank to make restitution of at least $300 million to its 
credit card customers and to correct numerous credit 
card practices that the OCC identified as unfair or decep¬ 
tive. The OCC believes that the bank failed to adequately 
disclose to consumers the significant limitations in several 
credit card products and programs it marketed. For ex¬ 
ample, consumers who agreed to transfer credit card bal¬ 
ances to a Providian-Issued card were promised lower 
rates than they had been receiving. In fact, however, 
some customers actually ended up with higher rates than 
before—up to 21.99 percent—and then found out they 
could not move balances out of the account without pay- 
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ing a 3 percent “balance transfer fee.” For those custom¬ 
ers who did receive a lower rate, the savings amounted to 
no more than 0.3 percent in one promotion and 0.7 per¬ 
cent in another. The San Francisco district attorney’s office 
and the California attorney general’s office entered into a 
parallel action against the bank’s parent company. 

In June 2000, United Credit National Bank, a credit card 
bank in South Dakota, consented to a comprehensive 
cease-and-desist order that required the bank to cease its 
operations and liquidate by year-end. The bank issued 
credit cards in connection with credit rehabilitation educa¬ 
tional materials sold to the bank’s subprime customers by 
an affiliated company that marketed the cards. The OCC 
believes the credit card operations reflected a systemic 
conflict of interest in that the owner of the marketing com¬ 
pany also set the salary for and supervised the actions of 
the bank president. Many of the bank’s payments to the 
credit card company also constituted impermissible affili¬ 
ate transactions, in violation of section 23A and B of the 
Federal Reserve Act. The bank’s parent company also 


consented to an order requiring it to ensure that the bank 
is liquidated without loss to the federal deposit insurance 
fund and post cash and collateral worth over $100 million 
as part of its guaranty. 


Fast Track Enforcement Cases 

The OCC continued its Fast Track Enforcement Program, 
initiated in 1996, which ensures that bank insiders and 
employees who have engaged in serious wrongdoing in 
banks, but who are not being criminally prosecuted, are 
prohibited from working in the banking industry. As part of 
the Fast Track Enforcement Program, E&C secured 18 
consent prohibition orders against institution-affiliated par¬ 
ties in the first half of 2000. Some of these orders also 
incorporated restitution payments to the appropriate 
banks for losses incurred. In addition, E&C sent out 44 
notifications to former bank employees who were con¬ 
victed of crimes that federal law prohibits them from work¬ 
ing again in a federally insured depository institution. 
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Appeals Process 


Appeal 1—Appeal of “Needs to 
Improve” CRA Rating and 
Management Rating of 2 

Background 

A community bank appealed its Community Reinvestment 
Act (CRA) rating of “needs to improve” assigned by the 
supervisory office. The performance evaluation (PE) 
stated that lending \A/ithin the bank's assessment area was 
lower than the standard for “satisfactory” performance. 
The bank believed the conclusion was inappropriate 
based on the following: 

• The bank’s principle line of business had not changed 
substantially since the previous CRA evaluation that re¬ 
sulted in a “satisfactory” rating. 

• The bank was following the same business strategy, 
yet the examiners did not properly consider the perfor¬ 
mance context issues as was done in the prior exami¬ 
nation. 

• The bank’s business plan and strategy centered on 
origination of “non-conforming” residential mortgage 
loans to customers throughout the country. A large 
number of these loans were made to low- and 
moderate-income individuals. 

The appropriateness of the management component rat¬ 
ing downgrade from 1 to 2 was also appealed. 

CRA Rating 

Discussion 

As reported in the PE, the bank had a low level of lending 
within its assessment area. For the two-year evaluation 
period, the bank originated 79 loans equating to 7 per¬ 
cent of all bank HMDA reportable (one- to four-family pur¬ 
chase, home improvement, and home refinance) loans. 
The facts were not in dispute. The key issue was whether 
the bank’s low level of lending within its assessment area 
could result in a satisfactory record of meeting the bank’s 
community credit needs when considering all relevant 
factors, including the bank’s performance context. 

Banks with assets of less than $250 million are defined as 
small institutions under the Community Reinvestment Act 


regulation. Small institutions are evaluated under five as¬ 
sessment criteria: 

• Loan to deposit ratio; 

• Percentage of loans and as appropriate, other lending- 
related activities located in the bank’s assessment area 
(lending in the assessment area); 

• Record of lending to borrowers of different income lev¬ 
els and businesses and farms of different sizes; 

• Geographic distribution of the bank’s loans; and, 

• Record of taking action in response to complaints 
about its performance in helping to meet credit needs 
in its assessment area. 

The PE concluded the bank’s performance in all the 
above criteria was found to be reasonable with the excep¬ 
tion of lending in the assessment area. 

In all CRA evaluations, performance context is an integral 
component of the analysis. The performance context con¬ 
siders: 

• The economic condition and demographics of the as¬ 
sessment area 

• Information about lending, investment, and service op¬ 
portunities 

• The bank’s product offering and business strategy 

• Any limiting factors or constraints 

• Past performance 

• The bank’s public file, and 

• Any other information deemed relevant by the OCC 

Performance context is especially important to this bank 
due to their business strategy and non-traditional product 
delivery systems. The bank’s primary lending activity fo¬ 
cuses on non-conforming/subprime mortgage secured 
loans. Management stated that because there was strong 
competition from several larger institutions in their market 
area for traditional lending products, that they had identi¬ 
fied subprime lending as a viable niche. According to 
bank management, this strategy and type of lending has 
affected the bank’s ability to generate a significant volume 
of loans within their assessment area. 
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The May 3, 1999 FFIEC Community Reinvestment Act; 
Questions and Answers Regarding Community Reinvest¬ 
ment (Qs & As) states that if the percentage of loans and 
other lending-related activities in an institution’s assess¬ 
ment area is less than a majority, then the institution does 
not meet the standards for satisfactory performance only 
under this criterion. Flowever, its effect on the overall per¬ 
formance rating of the institution is considered in light of 
the performance context. 

In addition, the Qs & As also state that examiners can 
consider “lending-related activities,” including community 
development loans when evaluating the first four perfor¬ 
mance criteria of the small institutions performance tests. 
Community development lending provides support on a 
performance context basis to the degree that a loan ben¬ 
efits a low- or moderate-income individual or is made in a 
low- or moderate-income geography. Community develop¬ 
ment is defined as: 

• Affordable housing (including multi-family rental hous¬ 
ing) for low- or moderate-income individuals; 

• Community services targeted to low- or moderate- 
income individuals; 

• Activities that promote economic development; or, 

• Activities that revitalize or stabilize low- or moderate- 
income geographies. 


Conclusion 

The performance context under which this bank operates 
is unique. It is a small bank (under CFiA criterion) that has 
a narrow product offering which has affected its ability to 
provide a significant level of traditional lending within its 
assessment area. While the bank is compensated for as¬ 
suming additional risk, the benefits to the customers in¬ 
clude availability of credit, debt consolidation, and 
opportunity to improve their credit rating. Although perfor¬ 
mance context allows for consideration of items such as 
business strategy and past performance when evaluating 
CFiA, in this situation it did not provide the degree of 
mitigation needed to bridge the unusually low level of 
lending within the bank’s assessment area to reach an 
overall “satisfactory” rating. 

Therefore, considering the above factors the ombudsman 
concluded that the bank’s performance under the CFiA 
was reflective of a “needs to improve” rating. While the 
bank’s community development lending had a positive 
impact on the assessment area performance, its current 
level did not bring the bank’s performance to an overall 
“satisfactory” level. 


Management Rating 

Discussion and Conclusion 

The submission also appealed the appropriateness of the 
2 management rating. The Report of Examination stated 
that “board oversight and management supervision are 
satisfactory; ... however, they did not provide adequate 
oversight in complying with the requirements of CRA re¬ 
sulting in a ‘needs to improve’ rating.” OCC Bulletin 97-1, 
Uniform Financial Institutions Rating System, states that 
the capability and performance of management and the 
board of directors is rated based upon evaluation factors 
which include the level and quality of oversight and sup¬ 
port of ait institution activities by the board and manage¬ 
ment. Based on the noted deficiencies in the bank’s 
overall management and administration of its CRA activi¬ 
ties, the ombudsman concluded that the assigned 2 man¬ 
agement rating was appropriate. 

Appeal 2—Appeal of the Criterion 
used to Examine a Community 
Development Focused Bank 

Background 

A bank with a community development (CD) focus for¬ 
mally appealed the criterion used to examine the bank. 
The appeal pointed out that, by pursuing the CD focus, 
which was the bank’s mission, the bank was in direct 
conflict with some of the examination criterion employed 
by the Office of the Comptroller of the Currency (OCC). 

In its appeal the bank expressed concern that the OCC’s 
evaluation of some component ratings is not sensitive to 
the obstacles facing banks with a CD focus. To illustrate 
this point, the appeal stated that the bank’s CD focus 
works contrary to profit maximization (earnings) by: 

• Creating mortgages that are smaller, more labor inten¬ 
sive, and take longer to close than traditional mort¬ 
gages. 

• Financing businesses with smaller loan amounts, and 
principals lacking the financial sophistication and ex¬ 
pertise of traditional borrowers. 

• Serving consumers who, on the deposit side, are char¬ 
acterized by having low balances and requiring a great 
deal more time and attention due to cultural, linguistic, 
and experiential difficulties, and who, on the loan side, 
are disadvantaged by nonexistent, inadequate, or un¬ 
satisfactory credit histories; in addition, these consum¬ 
ers have earning streams that are inconsistent, small, 
and/or from non-traditional sources. 
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The appeal further stated a CD-focused bank’s approach 
to offsetting these inherent disadvantages is to seek avail¬ 
able financial assistance from public and private sources 
supportive of its mission. A significant source of offset 
comes from within the U.S. Treasury Department in the 
form of a Bank Enterprise Act (BEA) award. Banks with a 
CD focus are entitled to these awards based on accom¬ 
plishing preset goals consistent with its mission. Despite 
documentation showing the bank’s eligibility for these 
funds, in this instance the examiners discounted them be¬ 
cause of their non-traditional status. 

The appellate submission noted that, unlike investors 
in most banks that are motivated to acquire new capi¬ 
tal and accumulate additional capital based solely on 
maximizing profit, a bank with a CD focus looks for a 
balance between profits and service to the low- and 
moderate-income community. As emphasized above 
in the discussion of earnings, banks with a CD focus have 
non-traditional means of raising additional capital such 
as awards or grants from community groups or other 
banks. 

Additionally, the appeal stated that management’s ability 
to budget and project financial outcomes for a bank with 
a CD focus is severely constrained by the unavailability of 
comparable data. It further notes, that by definition, the 
customers of a bank with a CD focus have not been well 
served by traditional banks and available data is very 
limited. 


Discussion 

The corporate process and requirements for chartering a 
bank with a CD focus is subject to the same standard 
requirements as any other bank. However, there is a spe¬ 
cial condition that banks with a CD focus must include the 
nature of its activities in the articles of association. Specifi¬ 
cally, the articles must state: 

• The business of the association will be designed to 
primarily promote the public welfare consistent with the 
requirements for national bank investment in the com¬ 
munity development projects pursuant to national 
banking laws and regulations, including 12 CFR 24 
(Eleven) and 12 CFR 24. 

• The bank must obtain prior written approval of the OCC 
before amending its articles of association to alter its 
business operations from those of a community devel¬ 
opment focus. 

There are no other special provisions or requirements de¬ 
signed for banks with a CD focus. 


Conclusion 

As the ombudsman considered whether the examination 
criterion of the OCC represents a conflict for banks with a 
CD focus, he recognized the “intrinsically more challeng¬ 
ing undertaking” of serving disadvantaged communities 
that these institutions face. However, the financial health of 
any banking organization is critical to fulfilling its obliga¬ 
tion to the stockholders and the community it serves. As 
CD banks pursue a balance between serving low- and 
moderate-income communities and profitability, the finan¬ 
cial health of these institutions becomes increasingly im¬ 
portant. Financially stable community development 
institutions will have longevity, which will allow them to 
maximize the positive impact on their communities. The 
ombudsman concluded that the existing safety and 
soundness criterion contributes to achieving this longevity. 
In the OCC’s evaluation of a bank’s performance under 
the Community Reinvestment Act, a bank with a CD focus 
receives recognition for their efforts to provide financial 
services to low- and moderate-income communities. 

The OCC is committed to ensuring that its supervisory 
conclusions consider the uniqueness of each institution in 
assigning ratings that reflect the safety and soundness of 
its operation. The ombudsman offered assurance that the 
agency will continue to evaluate the issues confronting 
institutions with a community development focus to ensure 
there is a reasonable chance for their success. 


Appeal 3—Appeal of 
''Noncompliance" with an Article of 
the Bank's Formal Agreement 

Background 

A community bank appealed the “noncompliance” con¬ 
clusion on the bank’s level of compliance on a particular 
article in the bank’s formal agreement. The article stated: 

Within ninety days of signing the agreement, the Board 
is required to establish a compliance program to cover 
all applicable non-consumer laws and regulations. The 
program shall include a policy and procedures manual, 
an audit review system, a mechanism for corrective 
actions when violations occur and a system of training 
to ensure clear communication of requirements. A copy 
of the program shall be forwarded to this Office for 
review. 

During the next examination, the supervisory office cat¬ 
egorized the bank’s level of compliance as “noncompli¬ 
ance” with the following narrative explanation: 
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The timeframe for accomplishment of this Article had 
not expired when we conducted our review. During the 
examination, management provided a written request 
for a short extension of the ninety-day requirement to 
allow the Board to approve the policy at their regular 
Board meeting. This request was approved and the 
Board approved the program subsequent to our exami¬ 
nation. We will review the program during the next 
quarterly review, and provide any needed communica¬ 
tion to the Board. 


Discussion 

The OCC has an internal operating procedure that defines 
the options for assessing compliance with enforcement 
actions. These include compliance, partial compliance, or 
noncompliance, with the following definitions: 

Compliance: The bank’s action(s) to accomplish the 
primary objective of the article/document are effective. 
Any additional actions which are still necessary are 
technical in nature and are easily completed in the nor¬ 
mal course of business. 

Partial compliance: The bank has worked to achieve 
compliance. However, additional efforts are necessary 
to fully meet the primary objective of the article/ 
document. 

Noncompliance: The bank’s action(s) to comply with 
the provisions of the article/document are unsatisfac¬ 
tory. Even though there may be effort(s) on the part of 
the bank to achieve compliance, little or no progress 
has been made toward meeting the primary objective 
of the article/document. 

The supervisory office concluded that the bank was in 
“noncompliance” because the time frame for action had 
not expired. The internal operating procedure details that 
the OCC must perform an initial on-site assessment of the 
bank’s compliance with a new enforcement action within 
60 days of the latest due date in the enforcement action. 
The procedures do not address which of the three ratings 
are appropriate in a case where the due date has not 
expired. 


Conclusion 

The ombudsman concluded that if the time frame for com¬ 
pliance has not expired, the level of compliance with an 
article should not be evaluated. Therefore, the conclusion 
on the level of compliance on the article was changed to 
“no action required to date.” The field office forwarded 
revised ROE pages to the bank to reflect this change. 


Appeal 4—Appeal of a 
''Satisfactory" CRA rating 

Background 

A large retail bank filed an appeal concerning its Commu¬ 
nity Reinvestment Act (CRA) rating of “satisfactory.” The 
bank also appealed the lending test rating of “high satis¬ 
factory,” the investment test rating of “low satisfactory,” 
and the service test rating of “high satisfactory.” The 
bank’s last performance evaluation (PE) rated the bank as 
having an “outstanding record of helping to meet the 
community credit needs.” 

The submission noted that even prior to the enactment of 
CRA, the bank took great pride in delivering its products 
and services to all individuals and businesses in its trade 
area. It continued that since the inception of CRA and the 
rating system, the bank had made every effort to attain 
and sustain an “outstanding” CRA rating. CRA has be¬ 
come a part of the bank’s yearly business plans and a 
major goal of the bank’s management. The submission 
detailed the reasons for disagreement on each of the tests 
and the overall rating, as follows: 

The PE states that the primary reasons for the bank being 
rated “satisfactory record of meeting community credit 
need” are: 

• The bank’s lending levels reflect a good responsive¬ 
ness to the credit needs of its assessment area. 

• A substantial majority of the bank’s loans are in the 
assessment area. 

• The bank’s distribution of small loans to businesses is 
good. The bank’s geographic distribution of small 
loans to businesses is also good. 

• The bank has a good distribution of loans to borrowers 
of different income levels. The bank’s geographic dis¬ 
tribution of loans to borrowers of different income levels 
is satisfactory. 

• The level of community development investments and 
grants is adequate. However, the bank makes exten¬ 
sive use of flexible lending programs to help meet the 
needs of its assessment area (AA). 

• The bank’s delivery systems are accessible to geogra¬ 
phies and individuals of different income levels. To the 
extent changes have been made, the bank has im¬ 
proved the accessibility of its delivery systems. 

• The institution provides a satisfactory level of commu¬ 
nity development services. 


28 Quarterly] ournal, Vol. 19, No. 3, September 2000 


The bank is an intrastate bank and is the lead bank in a 
multi-bank holding company. The bank's assets exceed 
$2 billion with multiple offices located in four counties. 
Ninety-five percent of the offices are full-service locations. 
The bank owns and operates a number of automated 
teller machines (ATMs) in its assessment area (AA). The 
bank’s AA consists of two separate but contiguous areas. 
One of the bank’s AAs is a metropolitan statistical area 
(MSA), while the other is a non-MSA. The bank’s AAs are 
comprised of 2 percent low-income geographies, 22 per¬ 
cent moderate-income geographies, 61 percent middle- 
income geographies, and 9 percent upper-income 
geographies. By family income level, 18 percent of the 
families in the AAs are considered low-income families, 19 
percent are moderate-income, 27 percent are middle- 
income, and 36 percent are upper-income. The bank’s 
business strategy is to operate with a community-bank 
orientation while offering a large-bank range of products. 
Commercial lending has long been a primary focus of the 
bank with small business lending considered one of the 
bank's market niches. 


Discussion and Conclusions 


Lending Test 

The lending test evaluates a bank’s performance in terms 
of the volume of lending, the geographic distribution of 
loans originated and purchased, the borrower dispersion 
of loans originated and purchased, the responsiveness to 
community needs, the level of innovation and flexible 
products offered, and community development lending 
activities. 

The PE concluded: 

• The bank had demonstrated a good responsiveness to 
the credit needs in its assessment areas, taking into 
account the number and amount of home mortgage, 
small business, small farm, and consumer loans in its 
assessment areas. 

• A substantial majority of loans were made in the bank’s 
assessment area. 

• The bank’s record of lending to businesses of different 
sizes was good. The bank also demonstrated a good 
geographic distribution of small loans to businesses. 

• The bank has a good distribution of loans to individuals 
of different income levels. The bank’s geographic dis¬ 
tribution of loans to borrowers of different income levels 
is satisfactory. 

• The level of community development lending is reason¬ 
able based on the available opportunities. 


• There is a good use of flexible lending practices and 
programs. 

The appellate submission stated that the lending test rat¬ 
ing should be “outstanding” based on the information 
contained in the PE because the bank was consistently 
ranked as the leading provider of CRA-related loans to 
low- and moderate-income individuals, businesses, and 
farms in the bank’s assessment area. 

Lending Activity 

A review of the bank’s lending tables disclosed that the 
bank extended a high volume of loans for the evaluation 
period. While the bank had the largest deposit share in its 
market, its lending activities also reflected dominance. 
The market share for small business lending, the bank’s 
acknowledged niche, was commensurate with the bank’s 
deposit share in the MSA and exceeded its deposit share 
in the non-MSA. The bank ranked first in market share for 
loans to small businesses, home purchase loans, home- 
improvement loans, and multifamily real estate loans. 
Small business, home purchase, and multifamily loans 
were identified as the most significant credit needs in the 
community. The bank’s market share percentage was sig¬ 
nificant in these product categories. Additionally, the sub¬ 
stantial majority of the bank’s loans were within the 
designated assessment areas. Therefore, the ombudsman 
concluded that the bank’s level of lending reflected an 
excellent responsiveness to the area’s credit needs. 

Geographic Distribution 

Small business lending represents a significant portion of 
the bank’s business lending. The bank’s strategy empha¬ 
sized business lending, which has long been considered 
its strength. Additionally, loans for start-up companies was 
one of the most frequently cited credit needs in the bank’s 
AA. Therefore, when considering all factors, the ombuds¬ 
man concluded that at the time of the examination, the 
primary emphasis should be placed on small business 
lending. The PE also stated that affordable, first-time 
homebuyer loans and multifamily real estate loans were 
identified credit needs. As such, performance in home 
purchase and multifamily lending was weighted heavier 
than other housing-related products. 

Eurthermore, the ombudsman’s analysis found the bank's 
percentage of loans in LMI areas ranged from an ad¬ 
equate to excellent level of performance when evaluated 
against the percentage of housing units or businesses in 
those geographies. In addition, the following was consid¬ 
ered: 

• In the MSA, the bank’s 34 percent small business mar¬ 
ket share in low-income geographies exceeded the 
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overall market share. In addition, the bank's 26 percent 
small business market share in moderate-income ge¬ 
ographies equaled the overall market share. The per¬ 
centage of the bank’s loans to businesses with rev¬ 
enues of $1 million or less did not exceed the 
percentage of businesses In those areas. Small busi¬ 
ness lending performance in the MSA’s LMI areas was 
considered good. 

• The small business market share in the non-MSA's 
moderate-income areas exceeded the bank's overall 
small business market share and the percentage of 
loans to small businesses in the moderate geographies 
exceeded the percentage of businesses in those ar¬ 
eas. This was considered an excellent level of perfor¬ 
mance. 

• Home purchase lending in the MSA’s low-income ge¬ 
ographies equaled the percentage of housing units in 
that area and the market share in the geographies ex¬ 
ceeded the bank’s overall market share. The perfor¬ 
mance in the MSA’s moderate-income areas was not 
as strong; however, the MSA's home purchase lending 
overall was considered good. 

• In the non-MSA, the bank’s market share in moderate- 
income areas was comparable to its overall market 
share. The percentage of loans made during this evalu¬ 
ation period was not as comparable to the housing 
units located in that geography, but overall perfor¬ 
mance in the non-MSA was also considered good. 

• The percentage of multifamily real estate loans in the 
MSA’s moderate-income geographies exceeded the 
percentage of housing units in that geography and the 
bank’s market share in that geography exceeded its 
overall market share. Additionally, this lending occurred 
in an area identified by the city as being in need of 
revitalization in terms of housing and economic devel¬ 
opment. Performance in this product relative to geo¬ 
graphic distribution was excellent. 

As mentioned above, these loan products addressed the 
identified credit needs of the community, further demon¬ 
strating the bank’s commitment to help meet community 
credit needs. Therefore, the ombudsman concluded that 
the bank’s overall geographic distribution of loans was 
good. 

Borrower Distribution 

Borrower distribution reflected a strong level of perfor¬ 
mance measuring borrowers with various income levels 
and market share measures. The bank’s distribution 
of loans to LMI borrowers ranged from adequate to ex¬ 
cellent. Of particular note during this evaluation period 
was: 


• The bank’s overall market share of small loans to busi¬ 
nesses was 27 percent and ranked first. The bank's 
market share of loans to businesses with revenues of 
$1 million or less exceeded its overall market share. 
The bank made 78 percent of its business loans to 
businesses with revenue of $1 million or less. This 
compared very favorably to the overall market’s per¬ 
centage of loans to those businesses. It was also com¬ 
parable to the percentage of businesses that had rev¬ 
enues of $1 million or less. This was an excellent level 
of performance in the MSA. 

• The performance with small businesses in the non- 
MSA was quite comparable with the bank’s excellent 
performance in the MSA indicated above. 

• In the MSA, home purchase lending to low-income bor¬ 
rowers was significantly lower than the demographic, 
however, approximately 40 percent of these families 
have incomes below the poverty level. These families 
may have difficulty qualifying for housing-related prod¬ 
ucts. Home purchase lending to moderate-income bor¬ 
rowers met the demographic, while the bank ranked 
first in overall market share. The bank’s market share of 
moderate-income borrowers was comparable to its 
overall market share. Considering all factors, overall 
lending performance to LMI borrowers was good in the 
MSA and non-MSA. 

• Consumer loans to LMI households exceeded the de¬ 
mographics, 113 percent and 175 percent, respec¬ 
tively. This represented an excellent level of perfor¬ 
mance. 

As with geographic distribution, these loan products ad¬ 
dressed the identified credit needs of the community and 
were appropriately weighted in determining the overall 
performance for borrower distribution. These facts indi¬ 
cate the bank’s response to the needs of small busi¬ 
nesses was excellent and performance in home purchase 
lending was good. Therefore, it was appropriate at the 
time of the examination to place the most emphasis on 
these products. The ombudsman concluded the bank’s 
overall performance in providing credit to borrowers of 
different income levels was excellent. 

Community Development Lending and Innovative or 
Flexible Lending Programs 

There was no disagreement with the assessment that “the 
bank’s level of community development lending was rea¬ 
sonable based on available opportunities.” The PE also 
described several lending programs that were flexible, re¬ 
sponsive, and have had a positive impact on the develop¬ 
ment of the community. These programs utilize standards 
that make credit available to borrowers that typically have 
difficulty accessing credit. While some of the programs 
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have been available for several years, the programs con¬ 
tinue to generate loans. Therefore, the ombudsman con¬ 
cluded that the bank utilized flexible lending programs, 
which had a positive impact on the bank’s overall rating 
for the lending test. 

Lending Test Overall Conclusion 

The bank’s volume of lending was significant and sub¬ 
stantial within the its assessment areas. Therefore, the 
bank’s performance in the geographic and borrower dis¬ 
tribution of credit was key to the bank’s overall rating for 
the lending test. The bank’s performance in the geo¬ 
graphic and borrower distribution of credit noted above 
reflected a commitment to helping meet the credit needs 
of the community. This was particularly true considering 
the identified credit needs, the bank’s product niche or 
emphasis, the operating environment and the extensive 
use of flexible lending programs. The bank’s overall vol¬ 
ume of lending was consistent with the CRA guidelines for 
an “outstanding” rating for the lending test. 

Investment Test 

The bank’s performance under the investment test was 
evaluated in terms of: 

• The volume of qualified investment and grants; 

• The level of innovation and complexity associated with 
the investments; 

• The degree to which the investments and grants re¬ 
sponded to the credit and community development 
needs of the AA; and, 

• The degree to which these investments and activities 
are not routinely provided by private investors. 

The PE concluded: 

• The bank’s level of community development invest¬ 
ments and grants is reasonable, based on the invest¬ 
ment opportunities available in the community. 

• The bank has taken a leadership role in one significant 
investment initiative. 

The appellate submission stated that the investment test 
rating of “low satisfactory” was not justifiable, given the 
information in the PE. In addition, the submission stated 
that management believes their willingness to invest in 
any economically viable project in their community, 
coupled with taking the lead in the only limited liability 
corporation of its kind, in a community where there are 
limited community development opportunities as noted by 
the community contacts, should afford the bank a “high 
satisfactory” rating. 


No additional information was offered during the process¬ 
ing of the appeal that would increase the level of commu¬ 
nity development investments noted at the time of the 
examination. The level of qualified investments noted dur¬ 
ing the CRA review represented less than 1 percent of the 
bank’s tier one capital and the PE noted only one occa¬ 
sion where the bank assumed a leadership position. The 
ombudsman agreed that the level of investment identified 
during the examination was accurately categorized as 
reasonable, given the bank’s size and resources. There¬ 
fore, he concluded that the assigned “low satisfactory” 
rating was appropriate for the bank’s performance on the 
investment test. 


Service Test 

The bank’s performance under the service test was evalu¬ 
ated in terms of retail banking services (the accessibility 
of delivery systems, changes in branch locations, and the 
reasonableness of business hours and services to help 
meet the AA’s needs) and the level of community devel¬ 
opment services provided in the AAs. 

The PE concluded: 

• The bank’s delivery systems are accessible to all por¬ 
tions of its AA; 

• To the extent changes have been made, the bank has 
improved the accessibility of its delivery systems. 
Since the last CRA evaluation, the bank acquired a 
full-service branch in a moderate-income census tract; 

• Banking services and hours of operation are tailored to 
meet customer needs; 

• The bank is a leader in providing community develop¬ 
ment services. 

The appellate submission stated that the PE supporting 
information supported an “outstanding” rating for the ser¬ 
vice test, so an upgrade from a “high satisfactory” to an 
“outstanding” was requested. 

The primary focus of the service test is the distribution of 
full service branches, while still considering alternative de¬ 
livery systems. The bank’s branch distribution in the 
MSA’s LMI areas exceeded the demographic in the low- 
income area, but not in the moderate-income areas. Infor¬ 
mation provided during the processing of the appeal 
revealed that the volume of ATM transactions in the MSA 
for ATMs located in or near LMI areas was significant. 
However, there are no branches or ATMs distributed in 
moderate-income areas of the non-MSA. Therefore, the 
overall branch distribution was good. 
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The PE noted that the bank opened a full service branch 
In a moderate-income geography, which did improve the 
accessibility of banking services in that geography. The 
bank’s performance in opening and closing branches was 
excellent. 

Services listed in the PE were considered to determine 
the reasonableness of the bank’s business hours and ser¬ 
vices. The services listed did not inconvenience any seg¬ 
ment of the community. However, the services are not 
tailored specifically for LMI individuals or geographies 
and do not represent a significant difference from services 
offered by other banks. Considering this, the bank’s ser¬ 
vices were adequate. 

There was no dispute about the bank’s community devel¬ 
opment services, which was described as excellent. 


When blending the conclusions of the other tests to deter¬ 
mine the overall rating for the service test, the most weight 
was given to the bank’s branch distribution and the com¬ 
munity development services. Therefore, the ombudsman 
concluded an “outstanding” rating was appropriate for the 
bank’s performance in the service test. 

CRA Rating 

The ratings in each of the tests contribute to the overall 
CRA rating. In this case the changing of the rating on the 
lending test from “high satisfactory” to “outstanding” posi¬ 
tively affected the overall rating on the bank’s CRA perfor¬ 
mance. Therefore, the bank’s overall CRA rating was 
changed to “outstanding” and a new PE was prepared to 
reflect the change. 
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Remarks by John D. Hawke Jr., Comptroller of the Currency, before the 
New York Bankers Association, on the structure of financial regulation in 
the Gnited States, New York, April 6, 2000 


Anyone assessing the impact of the Gramm-Leach-Bliley 
Act (GLBA), which was signed into iaw five months ago, 
has to be struck by the magnitude of the changes it 
brought about. First and foremost, it tore down the wail 
between commerciai banking and investment banking 
that was erected in the Giass-Steagali Act of 1933. Sec¬ 
ond, it obliterated a major premise of the Bank Hoiding 
Company Act of 1956—that speciai measures are needed 
to avoid concentrations of economic power in financial 
conglomerates. 

Yet, as far reaching as the new law is, it left entirely un¬ 
changed the structure of financial regulation—a fact that 
some observers have found surprising. "Why,” asked edi¬ 
tors of The Economist, “if politicians are at last to do 
something about the depression-era rules that govern fi¬ 
nancial firms, have they not tried to update America’s su¬ 
pervisory structure at the same time?” 

The decision in Gramm-Leach-Bliley not to address fun¬ 
damental issues of supervisory structure struck some as 
particularly curious in light of developments in financial 
regulation in other countries. The irony is stark; while other 
major financial powers continue to look to the United 
States for new approaches to financial regulation, they are 
increasingly rejecting the confusing structural model of 
U.S. supervision in favor of a unified agency approach, 
such as that adopted by Great Britain in 1997, and many 
other countries, including Canada and Japan, since then. 

Of course, the idea of consolidating the federal banking 
agencies in this country is not a new one. Even defenders 
of the present structure concede that no one would ever 
design it that way from scratch. The product of a long 
accretion of legislative decisions, piled one on top of the 
other, the U.S. financial regulatory structure is compli¬ 
cated, confusing, duplicative, and, at least at the margins, 
costly. It’s not surprising that our colleagues from abroad 
would seek positive inspiration elsewhere. 

Proposals to rearrange the responsibilities of the federal 
financial agencies have been a perennial of public policy 
for many years. Such proposals began surfacing almost 
from the moment that complexity was introduced into su¬ 
pervision on the national level, with the creation of the 
Federal Reserve in 1913. At that time, of course, the 
Comptroller of the Currency and the Secretary of the Trea¬ 
sury sat as members of the Federal Reserve Board. Be¬ 
tween 1917 and 1923, no fewer than three separate bills 
were introduced in Congress—none of them acted 


upon—to fold the 50-year-old Office of the Comptroller of 
the Currency (OCC) into the fledgling Fed. In the 1930s 
and 1940s, private and government proposals variously 
contemplated merging the OCC into the Federal Deposit 
Insurance Corporation (FDIC); or the OCC and the FDIC 
into the Federal Reserve; or the FDIC into the OCC. In 
1971, the Hunt Commission recommended the transfer of 
the Fed’s supervisory authority to the FDIC. 

In more recent years, agency consolidation proposals 
have looked to the creation of a new independent agency, 
to which the bank supervision and regulation functions of 
each of the existing agencies would be transferred. Dur¬ 
ing the 1970s, Senator William Proxmire advocated the 
creation of a new federal banking commission. A similar 
proposal was made during the 1980s, in the Reagan Ad¬ 
ministration, by a task force headed by Vice President 
Bush. And to underscore the bipartisan appeal of such 
proposals, the Clinton Administration offered a regulatory 
consolidation bill of its own in 1993. 

Yet none of the proposals for consolidation of bank super¬ 
vision in a single agency came to fruition, and it may be 
instructive to consider why. A major reason why the idea 
of agency consolidation has not been accepted—despite 
its appeal to neatness—has undoubtedly been the lack of 
agreement on a basic assumption implicit in all of the 
more recent proposals: that the federal deposit insurer 
and the central bank do not need involvement in the 
banking system in order to discharge their primary re¬ 
sponsibilities. The FDIC has argued that controlling risk at 
the source is essential to protecting the deposit insurance 
interest, and the Federal Reserve has said that it needs a 
“window” into the banking system, to help it prepare to 
meet the threat of systemic crises and to be a more effec¬ 
tive administrator of the country’s payment and settlement 
systems. 

Another reason for opposition to the consolidation of fed¬ 
eral bank regulation has been a concern about its impact 
on the dual banking system. State banking interests have 
been concerned that banks might lose interest in state 
charters if all banks were to have the same federal regu¬ 
lator. 

But what these proposals for regulatory consolidation 
have lacked most of all is a compelling practical reason 
for restructuring. While our system surely does not con¬ 
form to any standard model of bureaucratic orderliness, it 
has worked extremely well. Indeed, if our current system 
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were as flawed as some critics suggest, you might expect 
the banking industry to be leading the charge for struc¬ 
tural reform. After all, it's bankers who have to put up with 
the system’s complexities and any cost burden resulting 
from the structure. But the industry has been at best 
lukewarm—and often hostile—to most consolidation pro¬ 
posals. Bankers know the system’s not perfect. But they 
also recognize the risk in discarding one that works. 

The system works for a variety of reasons—not the least of 
which is that the regulatory agencies have learned over 
many years to capitalize on its strengths and maneuver 
around its weaknesses. Regulatory competition has stimu¬ 
lated innovation and efficiency. Competition keeps all of 
us on our toes and provides incentives to add real value 
to our supervision. While the system unquestionably pro¬ 
vides opportunities for regulatory arbitrage, there is little 
evidence that it has stimulated the “competition in laxity” 
that former Federal Reserve Chairman Arthur Burns dis¬ 
cussed 30 years ago. 

Above all, the agencies themselves have learned the im¬ 
portance of coordination, both substantive and proce¬ 
dural, as well as the need to avoid inconsistencies in their 
policies that might encourage arbitrage. To this end, the 
agencies, on their own, formed an interagency coordinat¬ 
ing committee during the mid-1970s, which was formal¬ 
ized by Congress in 1978 as the Federal Financial 
Institutions Examination Council, or FFIEC. 

For more than 20 years, the FFIEC has served as a forum 
for promoting common standards for bank supervision 
and for reconciling many interagency differences. The tra¬ 
dition of coordination has become so ingrained that the 
agencies now routinely confer on all matters of common 
interest and concern, both within and beyond the purview 
of the FEIEC. 

Moreover, Congress has not merely tolerated the 
multipartite division of supervisory and regulatory jurisdic¬ 
tion; it has resoundingly reaffirmed it in virtually every ma¬ 
jor piece of banking legislation since 1964. It was then 
that Congress coined the term “appropriate federal bank¬ 
ing agency,” or AEBA, to refer to the primary federal regu¬ 
lator of each class of regulated depository institution, to 
which the other agencies were expected to defer in carry¬ 
ing out their own responsibilities. Whenever Congress has 
imposed new supervisory and regulatory duties on federal 
banking agencies, it has almost always parceled them out 
to the respective AEBAs. As a result, each agency has an 
extensive set of parallel responsibilities for the institutions 
it supervises—the OCC for national banks and their sub¬ 
sidiaries, the Fed for state banks that have elected to be 
members of the Federal Reserve System, the FDIC for 
state nonmember insured banks, and the Office of Thrift 
Supervision for most federally insured thrifts, whether 


state- or federally chartered. The Federal Reserve has 
also been designated the AFBA for bank holding compa¬ 
nies and their nonbank subsidiaries. 

In the case of national banks, the OCC has “cradle to 
grave” responsibilities, which range from approving new 
charters to declaring insolvencies. We determine for na¬ 
tional banks what “the business of banking” consists of, 
and what is “incidental” to that business. In our role as the 
AFBA for national banks, we are charged by Congress 
with the responsibility for setting and enforcing require¬ 
ments relating to capital adequacy, risk management sys¬ 
tems, internal controls and audit, information systems, 
loan loss reserves, loan documentation and credit under¬ 
writing, and interest rate exposure, among other things. 
We are required to pass on mergers and changes in con¬ 
trol involving national banks, the establishment of bank 
subsidiaries, and the permissibility of bank investments. 
We are empowered to impose a formidable array of sanc¬ 
tions and remedial measures against national banks, and 
we enforce a lengthy catalogue of safety and soundness 
and consumer protection laws and regulations. Finally, 
we, and we alone, are charged with the responsibility of 
performing regular, on-site, full-scope examinations of na¬ 
tional banks. While the FDIC and the Federal Reserve do 
not charter or close banks, they have virtually identical 
responsibilities as ours in their roles as the AFBAs for 
state banks. 

This principle of allocating parallel jurisdictions has re¬ 
peatedly been reinforced and reaffirmed—in the Interna¬ 
tional Lending Supervision Act of 1983, the Competitive 
Equality Banking Act of 1987, the Federal Deposit Insur¬ 
ance Corporation Improvement Act of 1991, the Riegle- 
Neal Interstate Banking and Branching Efficiency Act of 
1994, and most recently in Gramm-Leach-Bliley. 

There have, of course, been occasions when Congress 
has imposed regulatory responsibilities on a single 
agency. The Eederal Reserve, for example, has been 
given the task of drafting most consumer protection rules, 
while enforcement of those rules has been allocated in the 
usual manner to the respective AEBAs. Bank holding 
company regulation has been similarly treated. Erom the 
time they first appeared, in the early decades of the twen¬ 
tieth century, bank holding companies have been viewed 
as a potential threat to bank safety and soundness—as 
the means by which bankers might evade legal restric¬ 
tions applicable to the bank itself. In 1956, these con¬ 
cerns led to the passage of the Bank Fielding Company 
Act, with the Federal Reserve denominated as the federal 
regulator of bank holding companies. But the consistent 
goal of that law has been to supplement the work of the 
primary bank regulators by protecting insured banks from 
risks that might emanate from activities outside the bank. 
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elsewhere in the corporate family, where the jurisdiction of 
the primary regulator might not reach. 

In Gramm-Leach-Bliley, the unique structure of U.S. bank 
supervision has again received strong affirmation. As in 
the past, Congress has dispersed many new supervisory 
responsibilities in parallel across the federal banking 
agencies. Some early versions of this legislation permit¬ 
ting financial conglomeration would have authorized new 
unregulated financial holding companies, outside the 
scope of the Bank Holding Company Act. But both the 
Administration’s proposed bill, as well as the final enaot- 
ment, preserved the Federal Reserve’s role as the regula¬ 
tor of bank holding companies, with the mission of 
supplementing the work of the primary bank regulators by 
focusing on risks arising outside the bank. 

At the same time, Congress reinforced the role of the 
primary bank regulators, both federal and state, in two 
ways: first, it required the Federal Reserve, in its role as 
holding company regulator, to limit “to the fullest extent 
possible,” the focus and scope of its holding company 
examinations to the holding company itself and to 
nonbank subsidiaries that could have a materially adverse 
effect on the safety and soundness of any bank subsid¬ 
iary. Seoond, it required the Fed to give deference to the 
primary federal or state supervisor when seeking informa¬ 
tion from bank holding oompanies by using their examina¬ 
tion reports “to the fullest extent possible.” In both cases, 
the new law used stronger language than has ever been 
used before in this eontext, in order to undersoore its 
intention that the role of the primary regulator not be need¬ 
lessly duplicated, and that the burdens of regulation on 
banks be kept to the absolute minimum. By thus reem¬ 
phasizing the primary regulator’s responsibility for assur¬ 
ing the safety and soundness of the bank, and the 
holding company regulator’s role with respeet to activities 
outside the bank. Congress implioitly undersoored its in¬ 
tention that the bank safety net not be extended to hold¬ 
ing company affiliates of banks. 

One novel aspeot of Gramm-Leach-Bliley is its emphasis 
on the role of “functional regulation”—the principle that 
just as banking activities should be regulated by banking 
regulators, and holding oompany activities by the holding 
oompany regulator, securities activities should be regu¬ 
lated by securities regulators, and insurance activities by 
insurance regulators. Where prior law imposed no con¬ 
straints on the authority of bank and bank holding com¬ 
pany regulators to examine into the operations of 
insuranoe and seourities affiliates of banks and bank hold¬ 
ing companies, respectively, the new law limits the cir¬ 
cumstances under which they may examine or require 
reports from suoh functionally supervised subsidiaries and 
affiliates. Only if there is reasonable cause to believe that 
the subsidiary or affiliate is either engaged in activities 


that pose a material risk to the bank or is operating in 
violation of a law for which that regulator has specific 
jurisdiction may the banking regulator cross this barrier. 
Otherwise the bank regulator must rely on the functional 
regulator for this information. 

Some have expressed a concern that, by limiting the au¬ 
thority of the 000 and our sister banking agencies to 
examine funotionally regulated companies, GLBA will 
make it more difficult for us to assess the consolidated 
risk of banks and bank holding companies. This would be 
serious if it were true. 

But I don’t believe it is. Viewed in perspective, I believe 
the new law simply extends the existing multi-agency con¬ 
cept of financial supervision that we’ve been refining for 
nearly a century. In fact, Gramm-Leach-Bliley adds depth 
to supervision by drawing on the specialized expertise of 
insuranoe and seourities regulators to ensure that these 
highly oomplex aotivities—which some banking organiza¬ 
tions will be engaging in for the first time—are conducted 
safely and soundly, in a way that lends strength to the 
bank instead of detracting from it. 

Certainly the new law presents a major challenge to all 
financial regulators: to pursue the kind of interagency co¬ 
operation and coordination that is needed to ensure the 
safety and soundness of our finanoial services industry. 
The banking agencies are already discussing this objec¬ 
tive with their counterparts in the insurance and securities 
industry, and with each other. What is essential is not only 
a common recognition of, and respect for, the primary 
regulatory roles assigned to individual agencies, but rec¬ 
ognition by each of the interrelationships among these 
roles. 

When Congress passed the Finanoial Institutions Reform, 
Recovery, and Enforeement Act (FIRREA) in 1989, the 
Washington Post published a wiring diagram purporting 
to show how EIRREA had ohanged—and vastly compli¬ 
cated—the relationships among the various supervisory 
agenoies. It was a maze of solid and broken lines almost 
impossible to unravel. The diagram was widely reprinted, 
usually without oomment, for the implioation was clear: 
that the U.S. financial regulatory structure was hopelessly 
tangled and getting worse. If ever there was proof of our 
national penchant for convoluted bureauoratic “solutions” 
to critical public policy questions, this seemed to be it. If 
ever the ease for rationalizing the structure of regulation 
had any force, it was then. 

That was more than a deoade ago. During that deeade, 
we have been given new supervisory tools and have de¬ 
veloped new approaches to supervision. We have been 
tested by orisis, and have learned from the experience. 
And we have seen an era of unparalleled prosperity for 
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the U.S. banking industry. I think it is quite clear that we 
do a better job supervising banks today than we did when 
FIRREA was enacted. 

There will always be purists who won’t be satisfied with 
anything less than wholesale restructuring of financial 
regulation. Their day may yet come. But I believe the 
odds are against it, as long as the financial regulatory 


agencies—all of us—work together in the spirit of coop¬ 
eration that has long been the system’s strength. By car¬ 
rying out our respective responsibilities with a view to 
minimizing duplication and maximizing coordination, 
and with mutual regard for our respective roles and re¬ 
sponsibilities, we can assure that our present regulatory 
structure will serve us as well in the future as it has in the 
past. 
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statement of John D. Hawke Jr., Comptroller of the Currency, before the 
G.S. House Committee on Banking and Financial Services, on predatory 
lending practices, Washington, D.C., May 24, 2000 


Statement required by 12 USC 250: The views ex¬ 
pressed herein are those of the Office of the Comptroller 
of the Currency and do not neoessarily represent the 
views of the President. 

Mr. Chairman, Ranking Member LaFalce, and members of 
the committee, I appreciate this opportunity to appear be¬ 
fore you today to testify on issues regarding predatory 
lending practices in the consumer credit industry. As you 
have recognized in the questions posed in your letter of 
invitation, the proper definition of “predatory lending” re¬ 
mains somewhat unsettled, and, In part for that reason, 
the scope and extent of the problem are difficult to ascer¬ 
tain. Despite these uncertainties, however, the subject of 
abusive lending practices raises important supervisory is¬ 
sues for the Office of the Comptroller of the Currency 
(OCC) and the other bank and thrift regulatory agencies, 
as well as significant public policy issues appropriate for 
congressional consideration. 

While there is legitimate debate over precisely what prac¬ 
tices should be characterized and criticized as predatory 
or abusive, we should all be able to agree that lending 
practices that take unfair advantage of borrowers are in¬ 
consistent with important national policies. For one thing, 
misleading, manipulative, or otherwise abusive lending 
practices frustrate our common objective that a competi¬ 
tive market economy should benefit all who participate 
in it. The competitive market works best when consumers 
have a wide array of choices and, importantly, the nec¬ 
essary information about price, other terms and con¬ 
ditions, and their available options to make well-advised 
decisions. Furthermore—and something I want to 
emphasize—many practices that have been character¬ 
ized as predatory tend, and in some cases may be de¬ 
signed, to strip away borrowers' equity in their homes, 
and to make foreclosure more likely, if not inevitable. Thus, 
some forms of predatory lending undermine a central ob¬ 
jective of our national social and economic policies for 
many decades: the promotion of home ownership and 
its attendant virtues of neighborhood stability, decreased 
crime, and the building of wealth for a broader spectrum 
of American families. These practices should be 
condemned. 

My remarks today will focus on four areas, while address¬ 
ing the specific questions raised in the chairman's letter 
of invitation: first, the difficulties associated with defin¬ 
ing and measuring predatory lending, and therefore in 
assessing trends in predatory practices; second, the 


OCC's supervisory efforts to address predatory lending 
issues within the framework of existing laws, including the 
safety and soundness implications of loans that the bor¬ 
rower cannot repay without resort to collateral; third, the 
limitations of existing laws and the regulatory implementa¬ 
tion of those laws; and finally, the legislative proposals 
relating to predatory lending now pending before the 
Congress. 

As I hope my remarks will make clear, the OCC does have 
tools at its disposal, under current law, to deal with many 
abusive lending practices where they exist in the institu¬ 
tions we regulate, and we are fully prepared to use those 
tools aggressively to combat predatory practices. There 
are, however, limitations in the current legal framework 
that reduce the effectiveness of those tools. Legislative 
action may help to remedy those deficiencies, and is cer¬ 
tainly worthy of further discussion. We must always be 
cautious, however, that legislative intervention be carefully 
considered so as not unintentionally to obstruct access to 
credit on the part of borrowers whose credit needs can 
only be satisfied at rate levels that reflect the higher costs 
and risks of meeting those needs. I hope that this discus¬ 
sion will yield a better understanding of how to address 
abusive lending practices while preserving credit access, 
consumer choice, and competition in the provision of fi¬ 
nancial services to low- and moderate-income families. I 
also hope that this discussion will include consideration of 
increased support for financial education, which may be a 
necessary adjunct to addressing these issues. 


Defining and Measuring Predatory 
Lending 

1. The Concept of Predatory Lending 

The term “predatory lending,” while frequently used to 
describe certain abusive lending practices, does not have 
a common definition. As I indicated in my introductory 
remarks, there is some uncertainty, and legitimate debate, 
concerning exactly what practices constitute predatory 
lending. As a general matter, the term often Is used to 
refer to a variety of practices that typically share one or 
more of the following characteristics: 

• Loans made in reliance on the value of the borrower's 
home or other collateral, without a proper evaluation of, 
or reliance on, the borrower's independent ability to re- 
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pay, with the possible or even intended result of foreclo¬ 
sure or the need to refinance under duress; 

• Pricing terms—whether interest rates or fees—that far 
exceed the true risk and cost of making the loan; 

• Targeting persons or areas that are less financially so¬ 
phisticated or otherwise vulnerable to abusive prac¬ 
tices, or have less access to mainstream lenders, such 
as the elderly and persons living in low- or moderate- 
income areas; 

• Inadequate disclosure of the true costs and risks of the 
transaction; 

• Practices that are fraudulent, coercive, unfair, or decep¬ 
tive, or otherwise illegal; 

• Loan terms and structures—such as negative amor¬ 
tization—that make it more difficult or impossible for 
borrowers to reduce their indebtedness; 

• Aggressive marketing tactics that amount to deceptive 
or coercive conduct; 

• “Packing” of loan contracts with unearned, inad¬ 
equately disclosed, or otherwise unwarranted fees; 

• “Balloon” payments that may conceal the true burden of 
the financing and force borrowers into costly refinancing 
or foreclosure situations; and 

• Loan “flipping”—frequent refinancings with additional 
fees which strip equity from a borrower. 

It is necessary to make two caveats here. First, it should 
be noted that certain of the loan terms and structures 
described above are not inherently abusive. Negative am¬ 
ortization, for example, was a feature of many mortgage 
loans taken out by informed, middle-class homeowners in 
the interest rate environment of the 1980s, and helped to 
make housing more affordable for a wide range of con¬ 
sumers. But, these sorts of provisions can be abusive in 
other circumstances, particularly where the borrower does 
not comprehend the relevant risks, or where the provi¬ 
sions are inserted into loan agreements in a deceptive or 
coercive manner. 

Second, the foregoing list of criteria should not, by any 
means, be construed as a working definition of preda¬ 
tory lending, but instead as an effort to illustrate the diffi¬ 
culty of arriving at a general definition of the term. This 
difficulty is compounded both by disagreement about 
what lending practices should be considered predatory 
and by the fact that the term is used to refer to prac¬ 
tices employed in a wide range of loan products and 


markets. Thus, we should be concerned that any general 
definition may be over- or under-inclusive, and quite pos¬ 
sibly both. 

I do not think it is necessary, however, or even particularly 
helpful, to arrive at a general definition of predatory lend¬ 
ing in order to address the particular troubling practices 
that we should all wish to remedy. In fact, the attempt to 
do this may simply create confusion and misdirect our 
efforts to address real problems. In particular, attempts to 
attack an abstract conception of predatory lending may 
tend to focus on broad classes of lending activity, and to 
distract us from the particular troubling practices we wish 
to address. 

For example, the idea that predatory lending is a unified 
problem, capable of being generally defined, may have 
contributed to a tendency to equate predatory lending, 
mistakenly, with subprime lending. While predatory lend¬ 
ing may be concentrated to date in a sector of the 
subprime market, it is important to make clear that not all 
subprime lending is predatory lending. The OCC, in fact, 
encourages responsible, risk-based subprime lending to 
borrowers who are willing and able to repay their loans. 
Lending to subprime credit applicants, whose credit his¬ 
tories, or lack thereof, indicate a higher than normal risk of 
default, can be conducted in a fair and responsible man¬ 
ner. The basic principles of such lending should be that it 
is priced based on risk and cost, that it provides ad¬ 
equate disclosure for full borrower comprehension, and 
that it contains repayment terms that the borrower ap¬ 
pears reasonably likely to meet, based on an assessment 
of the borrower’s ability to repay. Such fair and respon¬ 
sible subprime lending can be of benefit to a wide range 
of borrowers who might otherwise not have access to 
credit. 

Payday lending, similarly, is often broadly characterized 
as a predatory type of lending activity, without qualifica¬ 
tion. This form of short-term credit is often used by 
consumers—generally consumers with regular paychecks 
and bank accounts—to meet unexpected financial emer¬ 
gencies or other temporary cash flow problems. These 
loans are often priced at a fixed dollar amount, or a per¬ 
centage of the loan amount, which, when annualized, pro¬ 
duces a very high annual percentage rate. There are, to 
be sure, some very troubling aspects in the way that this 
business is conducted by some in the industry. For ex¬ 
ample, there have been concerns raised about the use of 
intimidation and unwarranted threats of criminal prosecu¬ 
tion in loan collection, unlimited and costly renewals of the 
initial loan that perpetuate indebtedness, and failures to 
ascertain whether borrowers are truly in a position to re¬ 
pay the loans in accordance with their terms, or whether 
the product is otherwise appropriate for them. Flowever, if 
and when conducted in a responsible manner, with ap- 
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propriate disclosures and other consumer protections, 
payday lending can serve a need for short-term credit for 
some consumers. I believe that such responsible payday 
lending is possible—for example, when conducted in 
conjunction with low-cost electronic accounts linked to di¬ 
rect deposit arrangements. 

2. Measuring Trends in Predatory 
Lending 

It is difficult to determine with any precision the pre¬ 
valence or the rate of growth of predatory lending. In ad¬ 
dition to the lack of generally accepted criteria for 
classifying a loan as predatory (as discussed above), 
there are no ready tools for identifying such loans or as¬ 
sembling information about them in order to compile ag¬ 
gregate data. For these reasons, the available information 
contained in a number of reports describing or analyzing 
predatory lending and its prevalence is, thus far at least, 
primarily anecdotal. 

Drawing on this anecdotal evidence, some studies have 
concluded that predatory practices persist to a sufficient 
degree as to warrant legislative or regulatory action. For 
example, the Joint Report to the Congress Concerning 
Reform to the Truth in Lending Act and the Real Estate 
Settiement Procedures Act, prepared by the Federal Re¬ 
serve Board and the Department of Housing and Urban 
Development in 1998, concluded that “[ajbusive prac¬ 
tices continue to exist in some segments of the home- 
equity lending market, demonstrating the need for 
additional protections,” and that “substantive protections 
dealing with predatory lending practices are necessary to 
ensure that all consumers benefit from reform of TILA and 
RESPA.” 

Other studies have indicated that there has been a sub¬ 
stantial increase in subprime lending in recent years, and 
some observers have deduced from this increase in 
subprime lending that predatory lending activity also is 
increasing. However, the situation in these markets is too 
complex to make that judgment based on the information 
currently available. For one thing, as noted above, 
subprime lending should not automatically be equated 
with predatory lending. Furthermore, though it is certainly 
possible that predatory lending is increasing propor¬ 
tionately to subprime lending—given that predatory lend¬ 
ing is believed to be occurring primarily in subprime 
markets—I am not aware of any studies that demonstrate 
this to be the case. It is also possible that increased com¬ 
petition in subprime markets in recent years from regu¬ 
lated lenders may have reduced to some extent the 
growth in predatory practices in these markets that might 
otherwise have accompanied the general increase in ac¬ 
tivity. However, we simply do not have reliable information 


adequate to quantify the level of, or trends in, predatory 
lending at this time. 

3. Types of Institutions that Engage in 
Predatory Lending 

Also relevant to questions relating to the scope of preda¬ 
tory activity—particularly for the OCC—is the extent of 
involvement by national banks and other insured deposi¬ 
tory institutions. For the same reasons that it is difficult to 
define and measure predatory lending activity in general, 
it is also difficult to state precisely the degree to which any 
particular group of lenders is making predatory loans. 
This depends greatly on the definition that is employed— 
for example, whether all subprime or payday loans are 
classified as predatory. Reports to date suggest that the 
problem of predatory lending primarily concerns unregu¬ 
lated lenders—those not subject to routine examinations. 
As a general matter, our supervisory and other activities, 
as well as the other information that has been developed 
concerning predatory lending practices, have not led us 
to conclude that national banks and their subsidiaries are 
engaged to any noteworthy extent in these sorts of prac¬ 
tices. I note, however, that the OCC does not examine 
affiliates of national banks that are not subsidiaries of the 
bank, and we therefore cannot speak to such entities’ 
lending activities. 

It is important to remember, however, that even if preda¬ 
tory activity is not expanding, or being conducted to any 
significant degree by insured depository institutions, the 
mere existence of some practices that have such poten¬ 
tially disastrous effects on homeowners warrants the at¬ 
tention of policy makers and financial institution 
supervisors. For these reasons, the CCC is striving to gain 
a more comprehensive understanding of predatory lend¬ 
ing activity. Through our participation in an interagency 
working group—which includes representatives from the 
bank and thrift regulatory agencies, the Departments of 
Justice and Housing and Urban Development (HUD), and 
the Federal Trade Commission—we are working to learn 
more about predatory lending issues and to formulate 
possible responses. 

ether government agencies have undertaken projects in 
the past few months that could shed further light on the 
issues surrounding predatory lending. For example, the 
Departments of Treasury and Housing and Urban Devel¬ 
opment recently established a task force on predatory 
lending practices that is holding public forums around the 
country to ascertain the dimensions of the problem (in¬ 
cluding the types of lenders involved and the impact of 
the secondary market on predatory lending) and to assist 
in formulating protective measures. In addition, the Cffice 
of Thrift Supervision (CTS) has issued an Advance Notice 
of Proposed Rulemaking that seeks, in part, to gather in- 
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formation and views about predatory lending practices, 
including by state-chartered, non-depository institution 
creditors that are covered by the OTS regulations. We 
look forward to the results of these initiatives, and to using 
the information developed to assist us in determining what 
supervisory or regulatory actions—in addition to those, 
discussed below, that we have already taken or are cur¬ 
rently pursuing—may be appropriate for us to take in this 
area, either alone or on an interagency basis. 


4. The Role of the Secondary Market 

The chairman’s letter of invitation specifically asked me to 
address the impact of the secondary market on the inci¬ 
dence of predatory lending. There is strong evidence that, 
in contrast to a decade ago, there is a significant second¬ 
ary market for subprime consumer debt instruments. And, 
it is certainly likely that this secondary market has func¬ 
tioned, in part, to finance the extension of more subprime 
loans than would otherwise have been made. To the ex¬ 
tent that some of these additional loans may possess 
predatory characteristics, and assuming no change in 
practices due to the influence of secondary market par¬ 
ticipants, then it can be said that the secondary market 
has helped these practices to persist and, at least in a 
marginal sense, to expand beyond what would have ex¬ 
isted had this secondary market not developed. 

Recently, the two principal government-sponsored hous¬ 
ing enterprises—Fannie Mae and Freddie Mac—each an¬ 
nounced initiatives to help ensure that their very 
significant participation in the secondary mortgage mar¬ 
kets does not lend support to predatory lending practices. 
Among other things, these institutions both have indicated 
that they will require full-file reporting of borrower payment 
histories; will not purchase loans involving single-premium 
credit insurance; will require limitations on prepayment 
penalties to ensure that such provisions are not being 
employed in an abusive manner; and will not purchase 
loans that are priced so high as to qualify as “high-cost 
home loans” under the federal Home Ownership and Eq¬ 
uity Protection Act (HOEPA). One or both of these entities 
also will implement enhanced due diligence and audit 
review; adopt procedures to prevent the purchase of 
loans with excessive fees and points, or that are priced 
above the level justified by the borrower’s risk profile; and 
undertake reviews to ensure that loans have been made 
with an adequate analysis of the borrower’s capacity to 
repay. While it is clearly too early to judge the effective¬ 
ness of these measures, it is certainly possible that sub¬ 
stantial initiatives by Fannie Mae and Freddie Mac will 
have a salutary effect on the level of predatory lending by 
directing secondary market financing toward responsibly 
made subprime loans. 


OCC Supervisory Efforts to 
Address Predatory Lending Issues 

I believe it is important for the OCC vigorously to confront 
predatory lending issues if and as they arise, and try to 
prevent problems whenever possible. Our efforts to ad¬ 
dress predatory lending concerns have, to date, been 
focused upon ascertaining, and using the tools we do 
have to stem, potential problems. The OCC is fully pre¬ 
pared to use these tools to combat objectionable lending 
practices, and we will employ our supervisory powers— 
including safety and soundness, fair lending, and con¬ 
sumer compliance examinations—to address lending 
practices that can be characterized as abusive or preda¬ 
tory. 

1. Safety and Soundness Supervision 

One of these tools—and one particularly appropriate to 
our role as banking supervisors—is to review, criticize, 
and require action to correct the adverse safety and 
soundness implications of predatory loans. This approach 
encompasses not only the legal, compliance, and reputa¬ 
tion risks associated with such loans, but also the more 
traditional credit risks presented by some predatory prac¬ 
tices: for example, lending under circumstances where 
the lender cannot reasonably expect repayment of the 
loan without resort to a foreclosure on the collateral. Lend¬ 
ers following safe and sound lending practices will assure 
themselves that the borrower has the capacity to repay 
without resort to collateral, taking into account all of the 
borrower’s obligations, including other indebtedness, in¬ 
surance, and taxes, as well as principal and interest. 
These principles should apply not only to loans that the 
institution originates but also to loans that the institution 
purchases from an affiliate or a third party. 

As I suggested previously, lending in reliance on collat¬ 
eral, without an analysis of the borrower’s capacity to re¬ 
pay, raises serious supervisory concerns, particularly 
when credit is extended on the basis of a homeowner’s 
equity. There are significant social implications to lending 
transactions in which people who cannot afford credit 
place their homes at risk of foreclosure. Difficulties in re¬ 
payment not only risk loss of the home, but also the 
depletion of accumulated home equity—a primary source 
of wealth building for many Americans. It is hard to see 
how such loans could be suitable for the borrower. 

These transactions also raise fundamental supervisory 
concerns for the OCC as a bank regulatory agency, con¬ 
cerns that we believe can be addressed through our 
safety and soundness examinations and other supervisory 
activities. In our view, a loan for which there is no reason¬ 
able expectation of repayment without recourse to collat- 
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eral is presumptively an unsafe and unsound loan, and 
making or purchasing such loans on a regular basis is 
inconsistent with safe and sound banking practices. 

This is a fundamental principle of safety and soundness 
supervision. To emphasize the application of this principle 
In the specific context of consumer home lending, we 
plan to direct our examiners to be actively watchful for 
loan policies or practices that permit loans to be made 
without a reasonable expectation of repayment absent re¬ 
sort to a borrower’s home equity. In appropriate circum¬ 
stances, examiners also will be instructed to review a 
sample of loan files to help ensure that loans are not 
being made in contravention of this principle. These ex¬ 
aminer instructions will be issued either in the form of an 
OCC advisory or through the Federal Financial Institutions 
Examination Council on an interagency basis. Loans 
predicated on real estate collateral where the borrower 
does not demonstrate the capacity to repay the loan as 
structured will be adversely classified, and, depending on 
the specific circumstances presented, further accrual of 
interest may not be allowed. Further, we are prepared to 
take enforcement action against any unsafe and unsound 
practices that we find in this area—including practices 
that raise unwarranted legal or reputation risks—under the 
enforcement authority Congress granted to us in the Fed¬ 
eral Deposit Insurance Act. 

In addition, if examiners find particular loan terms, lending 
practices, or other factors that may indicate a heightened 
risk of problems in this area, we will take a closer look, 
from both safety and soundness and other appropriate 
perspectives. For example, if a lender is making loans in 
circumstances where a reliance on collateral is apparent 
or likely—as in cases involving very high debt-to-income 
and low loan-to-value ratios—and other features associ¬ 
ated with abusive lending practices are present, the situ¬ 
ation will be referred to consumer compliance or fair 
lending examiners for further review. 

2. Use of Chartering and Licensing 
Process 

The OCC’s supervisory function also is carried out 
through our chartering and licensing role with respect to 
national banks and their subsidiaries. In this role, we act 
to ensure the safe and sound operations of national banks 
and their subsidiaries, as well as the objectives of the 
other statutory and regulatory factors we are required to 
consider when acting on proposals such as bank mergers 
and new national bank charters. For example, under the 
OCC’s regulations, a charter proposal must include plans 
for achieving appropriate Community Reinvestment Act 
(CRA) objectives (including compliance with the fair lend¬ 
ing laws), for attracting and maintaining community sup¬ 
port, and for serving the community consistently with the 


safe and sound operation of the bank. When confronted 
with proposals involving subprime lending that require our 
approval, we have acted to ensure that any such lending 
activity by national banks or their subsidiaries will be 
conducted responsibly, and with appropriate consumer 
protections, in accordance with the applicable legal cri¬ 
teria. We will continue to do so in the future, and will 
not approve proposals that are inconsistent with these 
principles. 

3. Enforcement of Consumer Protection 
and Fair Lending Laws 

A third aspect of our supervisory role is to enforce con¬ 
sumer protection and other laws applicable to national 
banks. I noted previously that one characteristic often as¬ 
sociated with predatory lending is the targeting of prod¬ 
ucts toward persons or areas that are less financially 
sophisticated or otherwise vulnerable to abusive prac¬ 
tices, or have less access to mainstream lenders. In addi¬ 
tion, abusive practices may be targeted toward particular 
consumers or groups of consumers on the basis of age, 
race, or other prohibited bases in violation of the Equal 
Credit Opportunity Act or the Eair Housing Act. We will 
bring enforcement action where we find such violations. 

We also examine banks for compliance with specific laws 
that may be relevant to predatory lending practices, par¬ 
ticularly the disclosure provisions of the Truth in Lending 
Act (TILA) and the special provisions for high-cost home 
loans included as part of the Home Ownership and Equity 
Protection Act. We expect strict compliance with both the 
substantive limitations and the disclosure requirements of 
these consumer protection laws. I note that, in addition to 
engaging in an unsafe and unsound banking practice, a 
bank or other lender engaged in a pattern or practice of 
making high-cost home loans based on consumers’ col¬ 
lateral, without regard to repayment ability, is in violation of 
HOEPA. 

Moreover, we recognize that predatory practices, in and 
of themselves, may warrant enhanced fair lending and 
consumer protection scrutiny to ensure that customers of 
these lenders are not being made the victims of discrimi¬ 
nation or other illegal practices. In the near future, the 
OCC will be issuing an advisory to our examiners identify¬ 
ing particular factors associated with abusive lending 
practices that may indicate an increased risk of illegal 
discrimination or noncompliance with consumer protection 
laws (as well as harm to the bank’s reputation). On the fair 
lending front, this advisory will be used to help set the 
scope and focus of our fair lending examinations, and will 
supplement our ongoing efforts to identify circumstances 
indicating a higher than normal risk of illegal discrimina¬ 
tion. Conversely, we also are exploring whether our on¬ 
going efforts to identify fair lending-related risks (in 
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connection with implementation of our risk-based ap¬ 
proach to fair lending examinations) may have the collat¬ 
eral benefit of helping us to ascertain which institutions 
are more likely to be engaged in abusive lending prac¬ 
tices that should be targeted for scrutiny under the con¬ 
sumer protection laws and safety and soundness 
standards. In addition, if we find that a bank has a high 
risk of noncompliance with the fair lending laws on ac¬ 
count of these factors, we will take appropriate supervi¬ 
sory action, such as conducting a special, targeted fair 
lending examination to review, for example, issues relating 
to racial steering or the use of differential pricing on a 
prohibited basis. 

4. Prevention of Unfair or Deceptive 
Practices 

Many lending practices that may be characterized as 
abusive or predatory can be treated as unfair or decep¬ 
tive trade practices, which are illegal under the Federal 
Trade Commission Act. Where warranted by the facts pre¬ 
sented in individual cases, the OCC is prepared to take 
action against national banks or their subsidiaries engag¬ 
ing in unfair or deceptive lending practices. 

Alternative Mortgage Transaction 
Parity Act and State Law 
Preemption 

In your letter of invitation, you asked us to address certain 
matters relating to the preemption of state laws that di¬ 
rectly or indirectly affect predatory lending practices. The 
OCC’s regulations with respect to real estate lending, un¬ 
der long-standing principles of federal preemption and 
specific authority Congress granted in the Alternative 
Mortgage Transactions Parity Act (AMTPA), are specifi¬ 
cally directed to certain state laws restricting the ability of 
lenders to offer variable-rate and other nonstandard mort¬ 
gage loans, including state limitations on prepayment 
fees. The AMTPA portions of this regulation also apply to 
state-chartered banks. The OCC’s AMTPA regulation does 
not affect non-depository institution lenders. The OTS has 
similar, somewhat broader rules applicable to federal and 
state thrifts and state-chartered non-depository institution 
housing creditors. Both the OCC and the OTS regulations 
were promulgated shortly after the passage of the AMTPA 
in the early part of the 1980s, a time of relatively high 
interest rates when Congress sought to ensure the contin¬ 
ued flow of housing credit by permitting greater flexibility 
in mortgage loan terms. Recently, the OTS issued an Ad¬ 
vance Notice of Proposed Rulemaking that seeks, in part, 
to gather information and views about predatory lending 
practices, including the possible effects of that agency’s 


AMTPA regulations on the fees charged by non¬ 
depository institution lenders. 

Although not, strictly speaking, a matter of preemption, it 
also should be noted in this context that under federal 
law, national banks, state banks, and thrifts generally may 
charge the interest rates permitted by the states where 
they are located in transactions with borrowers located in 
other states, even if the law of the borrower’s state would 
not permit such charges. This is essentially a choice of 
law principle that Congress has enacted to afford 
multistate lenders the benefit of operating under a single 
set of rules. 

It is questionable, however, whether these choice of law 
principles have had a significant effect relating to preda¬ 
tory lending. These principles relate to insured depository 
institutions, and, as noted previously, there is little evi¬ 
dence to indicate that such institutions are involved to any 
significant degree in predatory lending. As noted previ¬ 
ously, however, we will use the information developed by 
the OTS in its pending rulemaking in this area to assist us 
in determining what additional supervisory or regulatory 
actions may be appropriate for us to take. 


Legal and Regulatory Limitations 

While there are some tools that the OCC and the other 
federal financial institution supervisory agencies have, 
there are limitations in the existing legal and regulatory 
framework that might help to permit abusive lending prac¬ 
tices to persist. For the most part, these limitations and 
the related troublesome practices raise policy issues ap¬ 
propriate for Congress to consider, though there are some 
actions that supervisory agencies may be able to take as 
well, under existing authority. 

On the legislative side, it should be acknowledged that 
the current HOEPA requirements are fairly easy to avoid. 
First, they apply only with respect to a narrow range of 
loan products—closed-end refinancings and home equity 
loans secured by the borrower’s dwelling—and thus can 
be circumvented simply by structuring the loan as an 
open-end home equity credit line. Moreover, HOEPA re¬ 
quirements apply only if the interest rate or other pricing 
for the loan is very high, and thus can be avoided by 
pricing just below the HOEPA thresholds. The HOEPA sets 
the annual percentage rate threshold for the applicability 
of its special disclosure requirements and substantive 
protections at 10 percentage points over the yield on U.S. 
Treasury securities with a comparable maturity. HOEPA 
also empowers the Eederal Reserve Board to lower this 
threshold to 8 percentage points in certain circumstances. 
Einally, HOEPA addresses only a specified range of prob- 
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lematic practices, albeit an important subset of the prac¬ 
tices often classified as predatory. 

The remainder of TILA, outside of the HOEPA provisions, 
is addressed primarily to disclosures about loan costs: the 
annual percentage rate and finance charge. TILA does 
not, as a general matter, impose substantive limitations on 
loan pricing or other practices. Moreover, the TILA disclo¬ 
sure requirements may not oover loan terms and other 
practices that could have potentially disastrous conse¬ 
quences for some borrowers. To take one example, a 
principal criticism of payday loans is that they frequently 
are rolled over several times before they are finally paid 
off, with additional fees being assessed at each renewal 
just as though a new loan were being made. Borrowers 
trapped in this cycle find it very difficult to escape their 
indebtedness, in part because they may soon find them¬ 
selves paying the lender all of what they borrowed in the 
form of fees, yet still owe the entire principal. It is notewor¬ 
thy that, under TILA, a borrower approaching a payday 
lender will not receive a disclosure indicating the total 
finance charges that may be imposed, assuming an aver¬ 
age, or maximum permitted, number of rollovers. 

Other laws are similarly limited. The fair lending laws may 
not implicate these practices, so long as they are em¬ 
ployed against all borrowers regardless of age, race, or 
other prohibited bases. The Federal Trade Commission 
Act (FTCA) generally bars unfair or deceptive acts or 
practices, which would seem to encompass most lending 
practices that are characterized as predatory. In this re¬ 
gard, both HOEPA and the FTCA authorize the issuance 
of regulations to specifically prohibit acts or practices 
found to be unfair or deceptive. Under HOEPA, which 
applies to mortgage loans, this authority rests with the 
Federal Reserve Board, and under the FTCA, this author¬ 
ity is divided between the Federal Trade Commission and 
certain other agencies, including, with respect to banks 
and thrifts, respectively, the Federal Reserve Board and 
the OTS. The very limited use of this regulatory authority 
to declare certain practices to be unfair or deceptive limits 
HOEPA's and the FTCA’s effectiveness in proscribing 
predatory practices and make it more difficult for the OCC 
and other agencies to bring enforcement actions to cor¬ 
rect these practices. 

Another, less direct, way in which we can address preda¬ 
tory lending practices is to encourage responsible com¬ 
petition in lending to low- and moderate-income and other 
communities that may be targeted by predatory lenders. 
The OCC has issued guidance relating to the responsible 
conduct of subprime lending activities, both on its own 
and as part of the Federal Financial Institutions Examina¬ 
tion Council. Furthermore, our examination and other ac¬ 
tivities relating to the CRA also are designed to promote 
competitive alternatives for low- and moderate-income 


borrowers. We will continue to explore, both on our own 
and on an interagency basis, how we might be able to 
make more effective use of these and other tools to en¬ 
hance competition in the provision of financial services to 
low- and moderate-income consumers. For example, 
greater encouragement for the development of low-cost 
electronic accounts linked to direct deposit arrangements 
could result in lower-cost, less risky credit alternatives to 
the kind of payday lending that now is carried on in some 
communities. Another idea that I think has great promise 
in this area is the consortium bank, through which a num¬ 
ber of institutions could join together to provide loans and 
other banking and financial services in underserved com¬ 
munities. 

Finally, many have raised a significant regulatory concern 
about the appropriate consideration under the CRA of 
loans—whether made or purchased—that can be charac¬ 
terized as abusive or predatory. Certainly, it is fair to ask 
how an institution can be helping to “meet the credit 
needs of its entire community” if it engages in lending that 
is designed to strip equity from low- or moderate-income 
homeowners. Others have raised questions about the 
CRA treatment of routine business financing arrange¬ 
ments in which an insured depository institution might 
make a loan to a company engaged in predatory lending 
practices. The bank and thrift regulatory agencies need to 
address how loans with these characteristics could be 
identified in a CRA exam and whether they should reoeive 
discounted, or no, CRA credit, or even “debits” akin to the 
treatment of loans found to be discriminatory. I welcome 
the opportunity to work with our fellow regulators on an 
interagency basis to achieve a consistent interagency ap¬ 
proach to this issue. In addressing these issues, we will 
need to be careful to ensure that we target abusive prac¬ 
tices in a manner that will not have the unintended effect 
of discouraging responsible financial institutions from 
serving low- and moderate-income areas and families with 
both prime and subprime credit products that carry ap¬ 
propriate risk-based pricing. While it is certainly anoma¬ 
lous to give CRA credit for loans that harm, rather than 
help, communities, it could be even more unfortunate to 
attack this problem in a way that undermines the CRA's 
central purpose of enhancing credit access. 


Legislative Proposals 

1. Matters Warranting Legislative 
Consideration 

Because of the limitations of the current legal framework, 
and the importance of the public policy issues raised by 
predatory lending practices, it is appropriate for the Con¬ 
gress to be considering proposals to address these is- 
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sues. Many of the concerns raised in connection with 
abusive iending practices involve important questions of 
social and economic policy that are appropriate for legis¬ 
lative deliberation. 

As the committee is aware, there are various bills now 
pending in the Congress to respond to predatory lending 
issues. I commend the sponsors of these bills for putting 
forth proposals that will generate needed policy debate 
on these matters. These proposals have the potential to fill 
gaps in the current statutory and regulatory scheme, and 
to address many of the concerns that have been raised 
about abusive lending practices. For one thing, they build 
on the existing framework in HOEPA, which is targeted to 
preventing abuses that place a family’s home and home 
equity at risk. The case for congressional intervention 
against abusive practices is clearly strongest in just these 
circumstances, where such practices tend to undermine 
the important national priorities associated with home 
ownership. Pending proposals would expand HOEPA re¬ 
quirements by including more types of products (such as 
open-end home equity lines of credit), tightening existing 
requirements on practices such as negative amortization 
and balloon payments, and other mechanisms, as well as 
by lowering the threshold for covered loans. 

Rather than simply declaring “predatory practices,” how¬ 
ever defined, to be unlawful, these bills instead focus on 
specific improvements to be made to existing law and the 
consumer credit markets. For example, many of the pro¬ 
posals are designed to strengthen the safety and sound¬ 
ness principle I discussed earlier in connection with the 
OCC’s supervisory policies: lenders should not extend 
credit without analyzing the borrower’s ability to repay the 
loan, and satisfying themselves about the prospects of 
being repaid without resorting to a foreclosure on collat¬ 
eral. Whereas current law bars such activity in connection 
with HOEPA-covered loans only where the activity 
amounts to a pattern or practice, the proposals generally 
would provide that any failure to perform such an analysis 
would be a violation of the statute. 

Another positive aspect of the bills, which I am very 
pleased to note, would require the “full file” reporting of 
positive payment performance to credit bureaus, so that 
borrowers who deserve more favorable credit terms are 
more likely to have access to them. More than a year ago, 

I began to speak out on the unfairness to consumers, 
particularly subprime borrowers, of lenders’ failing to re¬ 
port a borrower’s payment history to credit bureaus. When 
satisfactory payment performance is not made a part of 
credit reports, consumers are deprived of the ability to 
establish or improve their credit profiles, and thereby 
qualify for the lower-cost loans that their actual credit his¬ 
tories would say they deserve. 


Because predatory lenders may target consumers who 
are less financially sophisticated, it is critical that any leg¬ 
islative effort include, as some of the proposals do, a 
focus on enhanced disclosure of loan terms and con¬ 
sumer financial counseling in an effort to ensure that bor¬ 
rowers are more likely to understand their loan 
transactions. I have stated previously that predatory lend¬ 
ing and financial illiteracy go hand in hand, and that part 
of the solution to the predatory lending problem is to edu¬ 
cate borrowers to understand their obligations and op¬ 
tions, legal and financial. Thus, I would urge Congress to 
explore a number of possibilities for further encouraging 
and supporting financial education and literacy. 

Further, the bills raise other matters that may warrant 
legislative attention. For example, some proposals would 
expand Home Mortgage Disclosure Act reporting require¬ 
ments to include loan pricing information. Before such a 
requirement is enacted, of course, I would hope that the 
additional paperwork burden on mortgage lenders—and 
associated costs to consumers—will be carefully as¬ 
sessed. Still, this proposal is a useful introduction of the 
idea that some mechanism may need to be constructed 
for obtaining better information about lending practices. 

Finally, I hope that the pending bills spur a serious and 
comprehensive debate that would take up a number of 
other matters related to predatory lending and address 
weaknesses in existing law or regulation that I noted ear¬ 
lier, including: 

• Defining more particularly what practices are unfair or 
deceptive for purposes of both HOEPA and the Federal 
Trade Commission Act, a subject that is introduced by 
at least one of the pending proposals; 

• Enhanced disclosures for payday loans so that borrow¬ 
ers are aware of the total finance charges that eventu¬ 
ally may be imposed if they are not in a position to 
repay the loan in accordance with its terms without mul¬ 
tiple rollovers; 

• Eortifying the enforcement mechanisms under existing 
laws, particularly for lenders not subject to routine ex¬ 
aminations; and 

• Considering whether other important consumer 
assets—such as retirement savings accounts—should 
receive special protection from abusive lending prac¬ 
tices akin to that now afforded to homes. 

I recognize, of course, that the ensuing debate will not be 
able to address all possible issues in consumer credit 
markets. Eor example, broader TILA and Real Estate 
Settlement Procedures Act reform of the sort discussed in 
the 1998 joint study by the Federal Reserve Board and 
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HUD, including a general review of whether TILA disclo¬ 
sure requirements are sufficiently inclusive to ensure bor¬ 
rower comprehension of loan costs, should be taken 
under consideration as soon as it is feasible, but need not 
impede a more immediate effort to address abusive lend¬ 
ing practices. 

2. The Need to Preserve Credit Access 
for Low- and Moderate-Income Persons 

I also hope that this debate results in legislative action 
that addresses concerns about abusive lending practices 
without obstructing fair access to credit. While I will defer 
comment on the merits of other aspects of the pending 
bills, I urge the Congress carefully to consider all the po¬ 
tential consequences of the different proposals for reform. 
It is important that any reform not have the unintended 
consequence of interfering with the flow of credit or limit¬ 
ing the availability of legitimate credit options, including 
responsibly made subprime loans. This is perhaps espe¬ 
cially important for low- and moderate-income persons 


and underserved communities. For example, at some 
point, lowering the interest rate and fee thresholds for 
loans subject to the HOEPA restrictions risks limiting credit 
access for subprime borrowers. Further, a general ban on 
prepayment premiums could limit a consumer’s product 
choices and ability to negotiate other concessions, such 
as a reduced interest rate, in exchange for accepting the 
risk of a prepayment premium. Such a ban also could 
raise safety and soundness concerns, and constitute a 
subsidy to one class of consumers (those who prepay) at 
the expense of another (those who do not). 

Thus, while we clearly need to address the real abuses 
that exist, particularly in connection with home loans, we 
also need to preserve and encourage, to the greatest 
extent possible, consumer access to credit, meaningful 
consumer choice, and competition among responsible 
lenders in the provision of financial services to low- and 
moderate-income families. Determining how to draw the 
line between predatory and legitimate credit practices in a 
way that will both combat abuses and advance these 
other objectives is the great challenge of this effort. 
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Remarks by John D. Hawke Jr., Comptroller of the Currency, before the 
Stonier Graduate School of Banking, on risk management, Washington, 
D.C., June 19, 2000 


It's a pleasure to welcome the first incoming class of the 
Stonier Graduate School at its new home here at 
Georgetown. This is the third campus to house Stonier 
sinoe it was founded back in 1935 on the Rutgers Univer¬ 
sity campus, and I’m proud to say that the Office of the 
Comptroller of the Currency (OCC) was present at the 
creation—and ever since. Over the years, dozens of our 
most able employees have come to Stonier both as stu¬ 
dents and faculty, and they have invariably been enriched 
by the experience. The OCC is committed to building on 
this historic relationship and supporting the school’s im¬ 
portant work in the years ahead. 

As you probably know, the school is named after its 
founder, Dr. Harold Stonier, perhaps the most distin¬ 
guished educator of his day in the fields of business and 
finance. It was Dr. Stonier who established the business 
school at his alma mater, the University of Southern Cali¬ 
fornia (USC), during the 1920s. But the good doctor grew 
increasingly weary of academe. No ivory tower intellec¬ 
tual, he believed that for education to have real value, it 
had to be practical, and there was apparently too much 
abstraction—and not enough application—for Stonier’s 
taste on the USC campus back in the twenties. 

So he left to become education director of the American 
Institute of Banking in 1927, and then, a decade later, 
executive director of the American Bankers Association 
(ABA). That happy marriage lasted 20 years. And per¬ 
haps the highlight of his tenure at ABA was the creation of 
the graduate school of banking that today bears his 
name. 

The school was founded on the proposition that if bankers 
were to enjoy the same status as other professionals, they 
needed specialized formal training. The goal was not only 
to deepen their mastery of banking fundamentals, but 
also to enoourage the exchange of ideas with other prac¬ 
titioners on the pressing issues of the day—and not just 
the purely vocational ones. Creative thinking was in short 
supply in the banking business during the 1930s. Demor¬ 
alized by the Great Depression and extensive new regula¬ 
tory restrictions, many bankers had a hard time rousing 
themselves to come to work each day—and an even 
harder time believing in themselves and in the importance 
of what they were doing for a living. It might have been 
the least opportune moment to launch a graduate school 
of banking. But never was one more needed to promote 
the intellectual stimulation and fraternal pride then so 
sorely missing from most bankers’ lives. 


So Stonier forged ahead, and the ABA, with its long 
record of support for professional education, backed him 
all the way. He saw the graduate school as an agent of 
change that would eventually lead to better days. And he 
was right. In the classroom and in after-hours skull ses¬ 
sions, plans began to take shape to revive the industry, 
nurture its creative spirit, and free it from excessive 
dependence on government. Many of the leaders who 
were responsible for restoring the industry to its position 
of influence and prestige in subsequent decades drew 
ideas and inspiration from their experiences as Stonier 
students. 

The school’s general goals today are much the same as 
they were during those early crisis years. The current cur¬ 
riculum reflects the same strong emphasis on sound ba¬ 
sic banking practice that was there at its inception. 
Courses in credit risk management, asset/liability man¬ 
agement, and regulatory compliance were essential parts 
of the core curriculum half a century ago, as they are 
today. But, faithful to Dr. Stonier’s passion for perspective 
and innovation and for pushing the boundaries, the cur¬ 
riculum has not only kept up with the rapid changes that 
have occurred in financial practice in recent years, but 
has moved to the cutting edge of new financial products 
and services, new customer demands, and new technolo¬ 
gies. Among the courses from which you’ll choose are 
offerings in derivatives, international trade finanoe, and 
retail delivery of insurance services. It should be next to 
impossible to walk out the door with a Stonier diploma 
and not have an advanced understanding of the chal¬ 
lenges and opportunities that await the banking industry 
as it moves into the twenty-first century. 

But I believe that the underlying philosophy of the Stonier 
currioulum—this balanced blending of old and new, of 
vision and verity, is every bit as important as any specific 
element of it to the future of this industry. And that’s what 
I’d like to discuss with you this evening. 

The reeent history of the banking business can be seen 
as an ongoing search for balance and stability. I’m not 
referring to the rigid, low-growth, cartel-like stability of a 
generation ago. Those days are gone—and not lamented. 
Rather, I’m speaking here about the industry’s quest for a 
middle ground between boom and bust—for a way of 
avoiding alternating and often disastrous excesses of 
caution and risk. It hasn’t been easy, partly because 
bankers today probably have less control over the larger 
economic forces that affect them than at any time in the 
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past. It used to be that commercial bankers served as 
prudential counterweight, responsible for increasing credit 
during slack times and putting on the brakes when the 
economy threatens to overheat. As you know, central 
bankers and governments now perform that critical 
function. 

It was not that long ago when bankers were responsible 
for setting standards and writing many of the rules that the 
rest of the business community lived by. They don’t do 
much of that anymore. Competition and the diffusion of 
financial power have eroded the industry’s dominance— 
and its moral authority. But bankers still play a critical role 
in the economy, and they still have compelling responsi¬ 
bilities to their customers and shareholders. Bankers may 
not be as free as they once were to impose their stan¬ 
dards on others, but they cannot afford to stop applying 
those standards to themselves—even if that involves walk¬ 
ing away from dubious deals, or steering clear of activities 
that may pose undue reputation risk, or entering new 
fields without first acquiring the necessary managerial 
expertise. 

Self-denial takes discipline, and discipline takes reinforce¬ 
ment. It requires concerted effort—by attitude-shapers in 
the financial media, by those who provide professional 
education, and by senior management—to ensure that 
the industry keeps a close watch on the fundamentals of 
safe and sound banking while it is also looking—and 
thinking—ahead. 

We regulators have an important role to play in this effort. 

I would be less than honest if I didn’t acknowledge that at 
times in the past we have been have been part of the 
problem. We, too, have occasionally been guilty of the sin 
of inconstancy—of blinking at unpleasant facts, of allow¬ 
ing problems to linger a bit too long, and then, necessar¬ 
ily, of acting abruptly against troubled institutions. 

We would like to think that those days are behind us—that 
we have learned from our mistakes and have taken the 
steps required to correct them. We have resolved to bite 
the bullet when necessary—and to compel banks to do 
likewise—in addressing issues that we believe threaten 
the safety and soundness of individual institutions and the 
banking system as a whole. When we spot weaknesses in 
credit underwriting, internal controls, compliance manage¬ 
ment, or any other critical phase of a bank’s operations, 
we are demanding prompt remedial action. We are drilling 
into bank portfolios and downgrading assets where ap¬ 
propriate. But we are also working with banks to achieve 
positive outcomes. 

We’re strengthening our early warning systems, coupling 
the power of modern technology with the formidable 
expertise of our staff. We’re making use of the stature of 


the Comptroller’s office to remind bankers, publicly and 
behind the scenes, not to allow enthusiasm and short¬ 
term considerations to override sound banking funda¬ 
mentals and good common sense. And we’re carefully 
monitoring industry trends—again, drawing on sophisti¬ 
cated computer models and other technological inno¬ 
vations—so that we can spot negative developments as 
well as provide positive reinforcement when the industry 
takes constructive steps to correct present or potential 
shortcomings. 

In other words, we are determined to respond to problems 
in graduated, timely, and tempered ways, so that we can 
avoid the need for more drastic action later on. 

We are encouraged to see the industry’s leaders pro¬ 
ceeding down a parallel track. Many bankers are har¬ 
nessing innovation, especially in technology, to the 
fundamentals of safe, sound, and balanced banking. 

Tremendous breakthroughs have been achieved in the 
area of risk identification and management. Bankers no 
longer have to rely on instinct and guesswork to figure out 
the nature and extent of the risk they confront. Risk man¬ 
agement has evolved into a specialized science, with 
tools and terminology all its own. Computer models can 
detect small changes in customers’ risk profiles, collateral 
values, asset-liability matches, portfolio shifts, and lots 
more. With this information, bankers are able to make in¬ 
cremental operational adjustments to meet corporate 
goals for risk tolerance in pricing, credit availability, port¬ 
folio allocation, and so forth. Indeed, in recent months the 
industry has demonstrated an impressive dexterity in ad¬ 
justing loan underwriting standards to reflect changes in 
the economic environment and their customers’ pros¬ 
pects. By tightening the strings ever so slightly today, 
bankers are ensuring that the pain of massive credit cur¬ 
tailment can be avoided in the future. 

The new risk management tools represent an important 
contribution to a safe and sound banking system. But they 
are no panacea. Such advanced tools and techniques are 
a complement to—and must never become a substitute 
for—a risk management program solidly grounded in an 
understanding of the nature of risk, the forms it takes, and 
how to control it. That’s what I mean by a balanced blend 
of vision and verity. 

Let me put it another way, in another context. Because 
banking is such an information-intensive business, 
bankers—contrary to their reputation for conservatism and 
aversion to change—have always been among the earli¬ 
est adopters of information technology. It’s not surprising 
that the first industry to extensively embrace computers, 
back in the 1950s, should also be a pioneer in the deliv¬ 
ery of its products and services over ATMs, telephone 
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lines, and the Internet, But especially in dealing with tech¬ 
nology, it’s crucial not to lose sight of the distinction 
between means and ends. Banking is a service business. 
And innovation, no matter how original, adds value to 
a financial Institution only to the extent that it aids in 
the effort to provide excellent service. No matter what 
niche in the marketplace a bank seeks to fill, customer 
service has to come first. Everything else ranks a distant 
second. 

Last year’s controversy over proposed federal anti-money- 
laundering regulations had at least one unfortunate side 
effect: it turned an imperative [know your customer] into 
an epithet. In fact, it’s every banker’s responsibility— 
perhaps their foremost responsibility—to get to know their 
customers: their strengths and limitations, their goals and 
aspirations. That understanding is the foundation of out¬ 
standing service and lifelong customer relationships. 
Good bankers know what kinds of products and services 
to offer customers—and, sometimes just as important, 
what not to offer them. No one benefits in the long run 
from a loan that can’t be repaid or an investment that 
doesn’t meet the customer’s needs. 

Determining just what those needs are is a job that can 
best be accomplished, again, by drawing upon both tra¬ 
ditional and modern techniques. Certainly there is no sub¬ 
stitute for the kind of person-to-person interaction that 
defined banking relationships in the old days. Personal 
service is what many customers are looking for in a bank, 
and they’ll go—and stay—where they get it. Most custom¬ 
ers appreciate being known by their first names and hav¬ 
ing a single point of contact to which they can turn to get 
answers to their questions or to resolve a problem. 

But modern information systems also give bankers un¬ 
precedented power to collect, sort, analyze, and apply 
data about existing—and potential—customers. Used 
properly, this information can be a boon to banks and 
consumers alike. It gives bankers insight into the char¬ 
acteristics of their customers, information that enables 
bankers to customize their service offerings to each cus¬ 
tomer’s individual needs. These days, it’s almost impos¬ 
sible to be a good financial services provider without 
continuing to invest in technology and up-to-date auto¬ 
mated systems, because that’s what today’s customers 
have come to expect: easy access to their funds and to 
account information, a wide variety of financial options, 
and enough information to make rational choices from 
among them. 

But if personal financial information is misused or 
abused—and it’s eminently susceptible to both—it can be 
profoundly disruptive to customer relationships and a 
bank’s reputation. 


The “know your customer” controversy and the ongoing 
debate over the privacy provisions of the Gramm-Leach- 
Bliley Act showed how strong public sensitivities are 
on this subject. Clearly, consumers expect their personal 
information to be handled in a way that does not com¬ 
promise its confidentiality. They do want to determine 
for themselves whether information about them is to be 
shared with affiliates of the bank or outside firms. They 
expect transactions to be processed neutrally and 
nonjudgmentally by their banks. They do not expect 
their banks to serve as agents of government surveil¬ 
lance. And they have expressed these feelings in unam¬ 
biguous terms to lawmakers and regulators all across the 
country. 

But we have to be careful not to draw the wrong conclu¬ 
sions from the privacy controversy. I do not believe that 
customers are registering any general opposition to the 
electronic delivery of financial services. They expect ef¬ 
fective safeguards against the misuse of personal infor¬ 
mation, but they don’t expect bankers to return to the 
stubby pencil days. To the contrary, as I’ve already sug¬ 
gested, banking technology has been embraced by the 
general public with considerable enthusiasm. Internet 
banking has been somewhat slower to get off the ground, 
but I detect little resistance to the idea per se. Most 
people seem to have an open mind about on-line bank¬ 
ing, but regard it as a work in progress, with a number of 
practical issues that remain to be ironed out. Once these 
problems are resolved, I believe the future of limited 
Internet banking is bright—although it will never entirely 
supplant person-to-person, brick-and-mortar banking. 
Here, too, a balanced approach to the delivery of financial 
services, combining traditional and novel approaches, will 
almost certainly prevail. A high level of customer service 
requires an advanced technological base. But it also re¬ 
quires the personal touch. That’s true today, and I believe 
it will be just as true in the future. 

What consumers are demanding in regard to privacy, in¬ 
stead, is simply that bankers continue to live by what has 
long been a fundamental tenet of their business: that the 
information that consumers entrust to bankers will be held 
in confidence. This expectation is a foundation stone of 
the banking business, and no one has a stronger interest 
than bankers themselves to assure that customers’ expec¬ 
tations of confidentiality are realized. 

Although the differences between banking and other 
forms of economic enterprises have narrowed, banking 
still retains unique characteristics of a public trust. Balanc¬ 
ing public and private responsibilities has always been 
this industry’s special charge. It still is today. 

The program you’re about to begin offers the tools you 
need to meet those responsibilities. As I said at the out- 
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set, Dr. Stonier’s whole career as an educator and indus¬ 
try leader was built around the Idea that it was what one 
did with one’s learning that counted. If you embrace the 
spirit as well as the substance of what the program offers 


and apply what you've learned to the critical decisions 
that you—and the Industry—face, then I’m confident that 
Stonier’s legacy—and the future of this profession—are 
secure. 
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Remarks by Julie L. Williams, First Senior Deputy Comptroller and Chief 
Counsel, Office of the Comptroller of the Currency, before the Robert 
Morris Associates/Consumer Bankers Association Fifth Annual Consumer 
Risk Management Conference, on predatory lending practices, Chicago, 
June 5, 2000 


It is always an honor to have the opportunity to speak at a 
conference sponsored by Robert Morris Associates 
(RMA) or by the Consumer Bankers Association (CBA)— 
this afternoon is a real doubleheader in that regard. Also, I 
could hardly think of a more appropriate forum than a 
“Consumer Risk Management” conference, sponsored by 
RMA and CBA, to talk about today’s hottest consumer 
lending and credit quality topic—predatory lending. 

Concerns about predatory lending are attracting a great 
deal of attention in Washington and at the state and local 
level. Less than two weeks ago, the House Banking Com¬ 
mittee held a day-long hearing on predatory lending, with 
testimony from nine regulatory agencies, scores of repre¬ 
sentatives from community and consumer organizations 
and the financial industry. There are at least five bills now 
pending in Congress to deal with predatory lending. In 
addition to expanding the coverage and provisions of the 
Home Ownership and Equity Protection Act (HOEPA), 
some of these bills would also impose restrictions on 
home mortgages generally, regardless of the rate. 

Predatory lending also is the focus of attention at the state 
and local level. For example. North Carolina has enacted 
an anti-predatory-lending law that is based on the high 
cost loan concept in HOEPA. In fact, it appears that the 
North Carolina law served as a model for some of the bills 
pending in Congress. To give you a flavor of additional 
state activity, Utah and West Virginia have recently en¬ 
acted laws designed to address abusive practices in 
mortgage lending. The states of California and Massachu¬ 
setts are considering high-cost mortgage legislation, and 
the New York Banking Department has published its sec¬ 
ond regulatory proposal to address the issue. Finally, 
there is activity at the local level, such as here in Chicago, 
where the city is considering an ordinance that would bar 
what it would call “predatory lenders” and affiliates of 
such companies from doing business with the city, includ¬ 
ing being a depository of city funds. 

What I’ll do this afternoon is discuss the concept of preda¬ 
tory lending, including the difficulty we face in trying to 
define and measure this activity, and describe the federal 
government’s efforts in this area. But I also want to under¬ 
score the significance of the role your institutions need to 
play. This is an issue of major significance for the banking 
industry—not only to help stop unacceptable practices by 
a few bad actors, but also to affirm the banking industry’s 


leadership role in promoting responsible lending to all 
segments of customers. To paraphrase a recent observa¬ 
tion by Congressman John LaFalce, the industry should 
ensure that it is mainstreaming new eonsumers and new 
entrepreneurs—not questionable practices—into our 
banking system. 

Let me begin by defining terms—or perhaps I should say, 
by not exactly defining terms. “Predatory lending” often is 
used to refer to practices that share one or more of the 
following characteristics: 

• Loans made in reliance on the value of the borrower’s 
home, without a proper evaluation of the borrower’s 
ability to repay without resort to foreclosure on the col¬ 
lateral, with the possible or even intended result of fore¬ 
closure or the need to refinance under duress; 

• Pricing terms that far exceed the true risk and cost of 
making the loan; 

• Targeting persons that are less financially sophisticated 
or otherwise vulnerable to abusive practices, or have 
less access to mainstream lenders, such as the elderly 
and persons living in low-income areas; 

• Practices that are fraudulent, coercive, unfair or decep¬ 
tive, or otherwise illegal; 

• Loan terms and structures that make it difficult for bor¬ 
rowers to reduce their indebtedness; 

• “Packing” into the loan unearned, or otherwise unwar¬ 
ranted, fees or services, which may include prepaid 
single premium credit life insurance; and 

• Loan “flipping,” that is, frequent refinancing with fees 
which strip equity from a borrower. 

While we may all be able to agree that the individual 
lending practices that I listed are abusive, devising a gen¬ 
eral definition to the term “predatory lending” that avoids 
being either over-inclusive or under-inclusive is challeng¬ 
ing. 

“Subprime” lending illustrates the problem. As you all 
know, we have seen tremendous advances over the last 
several years in credit availability. With the increase in the 
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availability of mortgage credit has come greater opportu¬ 
nities for home ownership and the accumulation of 
wealth—two longstanding objectives of social and eco¬ 
nomic policy in the United States. Not surprisingly, im¬ 
proved access to credit can mean higher loan prices for 
subprime borrowers whose credit profiles present greater 
risks. While higher loan prices do not necessarily indicate 
abuses, testimony at the recent congressional hearing 
stated that most predatory lending practices occur in the 
subprime market. And some observers have broadly— 
and inaccurately—characterized all subprime loans as 
predatory loans. 

It does not follow that the improved access to credit by 
subprime borrowers generally involves predatory lending 
practices. There are a great many responsible subprime 
lenders who make credit available at rates that reflect the 
costs and risks of such lending without engaging in abu¬ 
sive lending practices, and these lenders frequently pro¬ 
vide aocess to credit for borrowers whose options might 
otherwise be limited. 

We do need to recognize, however, that some of the ohar- 
aoteristics that cause a borrower to be a “subprime” 
credit, are also characteristics that may make that cus¬ 
tomer vulnerable to predatory lending practioes. But when 
does “subprime” lending become “predatory” lending? 
The key is often what occurs at “ground level,” in the 
interactions between lenders and their oustomers. 

If you will permit me to borrow a notion from the Disoovery 
Channel to illustrate, you could say that a olassic “preda¬ 
tor” traps the unwary and preys on the weak. Put in the 
lending context, a predatory lender ensnares vulnerable 
customers with loan products designed to prey on their 
weakness, to bleed them financially, and in some cases, 
strip them of their most precious possessions. Loan fea¬ 
tures such as high rates, collateral requirements, payment 
structure, fees and services included, frequency of refi¬ 
nancing, and inadequate and misleading disclosures are 
simply means that can be tailored to that end. 

Certain loan features may be indioators of higher risk of 
predatory lending patterns, HOEPA-covered loans are an 
example, but not all loans with such features will neces¬ 
sarily be predatory. This makes the extent of predatory 
lending occurring very difficult to quantify, but like pornog¬ 
raphy, you know it when you see it. Drawing on anecdotal 
evidence, some studies have concluded that predatory 
praotices persist to a sufficient degree as to warrant leg¬ 
islative or regulatory action. For example, the 1998 Joint 
Report to Congress of the Federal Reserve Board and the 
Department of Housing and Urban Development propos¬ 
ing reforms to the Truth in Lending Aot and Real Estate 
Settlement Procedures Act (RESPA) stated that “[ajbusive 
practices continue to exist in some segments of the 


home-equity lending market, demonstrating the need for 
additional protections.” 

When confronting this issue, two observations made at the 
recent congressional hearing bear repeating. First, preda¬ 
tory lending often involves the abuse of credit terms that 
otherwise can be of value to many consumers. Seoond, 
these abuses seem to be oocurring mostly in the unregu¬ 
lated sector of the market by lending institutions that do 
not undergo periodic compliance examinations—and thus 
additional governmental resources may be needed in or¬ 
der to track down—and shut down—the breeding ground 
of predatory loans. 

These oonsiderations, and the “you know it when you see 
it” nature of some predatory lending, illustrate the difficulty 
faced by legislators who want to target abuses without 
affecting otherwise legitimate practices or affecting ac¬ 
cess to credit. The current challenge is to define preda¬ 
tory lending in such a way that distinguishes it from 
responsible subprime lending, and that draws the line be¬ 
tween predatory and legitimate lending practices so that 
abuses can be addressed without impairing access to 
credit. 

Without a doubt, government has a role in addressing 
predatory lending but, I hasten to add, by no means does 
it have the only role. Even If predatory activity is not being 
conducted to any significant degree by banks, the mere 
existence of some praotices that have such potentially 
disastrous effects on homeowners and that could pose 
serious risks to the banking industry warrants the attention 
of the bank supervisory agencies. For these reasons, the 
Office of the Comptroller of the Currenoy (OCC) Is taking 
a number of steps in this area. We plan to use our super¬ 
visory powers—through our safety and soundness, fair 
lending, and consumer compliance examinations; our li¬ 
censing and chartering process; and individual enforce¬ 
ment actions—to address any potential predatory lending 
conoerns that might arise in national banks and their sub¬ 
sidiaries. 

For example, one common characteristic of predatory 
lending raises clear safety and soundness concerns. In 
our view, a mortgage loan for which there is no reason¬ 
able expectation of repayment without recourse to collat¬ 
eral is presumptively an unsafe and unsound loan, and 
making or purchasing such loans on a regular basis is 
inconsistent with safe and sound banking practices. To 
help address this concern, the OCC will issue guidance 
that directs our examiners to carefully review lending poli¬ 
cies to ensure that they would not permit loans to be 
made or purohased for whioh there is no reasonable ex¬ 
pectation of repayment without resort to the collateral. 
Loans fitting this profile will be adversely classified and 
further accrual of interest may be disallowed. 
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The OCC also intends to use its supervisory prooess to 
address the adverse fair iending implications of predatory 
iending. Areas where this can be manifested inciude se- 
iective marketing, customer targeting, and steering prac¬ 
tices. We will be issuing additional guidance emphasizing 
that abusive lending practices increase the risks of unlaw¬ 
ful discrimination. Depending on such risks, examiners 
may adjust the scope and focus of fair lending examina¬ 
tions. 

The OCC also will continue to use its chartering and li¬ 
censing authority to ensure that subprime lending by na¬ 
tional banks or their subsidiaries will be conducted 
responsibly, and with appropriate consumer protections, 
in accordance with the applicable legal criteria. We will 
not approve proposals that are inconsistent with these 
principles. 

Through our participation in an interagency working 
group—which includes representatives from the bank and 
thrift regulatory agencies, the Departments of Justice and 
Housing and Urban Development, and the Federal Trade 
Commission—we are working to learn more about preda¬ 
tory lending issues and to formulate possible responses. 
Also on an interagency basis, we plan to address the 
CRA implications of predatory loans that might be origi¬ 
nated or purchased by depository institutions. For ex¬ 
ample, it simply defies logic for equity-stripping loans to 
be viewed as helping to meet the credit needs of the 
bank’s community for CRA purposes. 

Finally, the other banking and thrift agencies have an¬ 
nounced separate actions that they may take to address 
the risks of predatory lending within their regulated institu¬ 
tions. Cne agency has proposed the issuance of “effec¬ 
tive practices” guidance to banks on how to underwrite or 
purchase loans that do not contain predatory terms. 

The two principal government-sponsored housing enter¬ 
prises—Fannie Mae and Freddie Mac—have announced 
their own initiatives to help ensure that their participation 
in the secondary mortgage markets does not lend sup¬ 
port to predatory lending practices. Among other things, 
these institutions will require full-file reporting of borrower 
payment histories; will not purchase loans involving 
single-premium credit insurance; will require limitations on 
prepayment penalties to ensure that such provisions are 
not being employed in an abusive manner; and will not 
purchase loans that are priced so high as to qualify as 
“high-cost home loans” under HCEPA. 

As I mentioned earlier, there are several bills pending in 
Congress to address predatory lending. Many provisions 
of these bills would fill gaps in the current legal framework 
and address many of the consumer abuses that exist. For 
example, they would attack “equity stripping” by strength¬ 


ening the principle—in HCEPA and in our safety and 
soundness supervision—that home-secured loans should 
not be made without an individual determination that the 
borrower can reasonably be expected to repay the loan 
without resort to the collateral. They would also provide for 
“full-file reporting” and ensure that responsible subprime 
borrowers can establish a credit history and have the op¬ 
portunity to make the transition to lower-cost prime loans. 
The bills would address problems associated with loan 
“flipping” by further restricting the availability of balloon 
payments in HCEPA loans, by prohibiting the financing of 
fees in HCEPA loans that are refinanced with the same 
creditor, and by covering more loan brokers. Finally, they 
would address the “packing” of loans with fees for credit 
life insurance in which single premium payments are pre¬ 
paid. 

Federal, state, and local response to the concerns about 
predatory lending represent a two-edged sword for the 
banking industry. Cn the one hand, the industry should 
have no fear of standards designed to curb abusive lend¬ 
ing practices. Cn the other hand, given the difficulty of 
legislating a precise definition of each potential character¬ 
istic of a “predatory” loan, the industry should be con¬ 
cerned that federal, state or local efforts could “overslide 
the base,” and impose restrictions far beyond what is 
necessary to address consumer abuses that exist. For 
example, at some point, lowering the interest rate and fee 
thresholds for coverage under the new restrictions could 
deter responsible subprime lenders from entering the 
market. And, blanket bans on particular credit terms and 
loan structures—such as pre-payment penalties and bal¬ 
loon payments—could limit product choice and adversely 
affect a consumer’s ability to negotiate other concessions, 
such as a lower interest rate or down payment. 

Given these concerns and risks, what should the banking 
industry do? Because predatory lending is hard to define 
precisely, and practices or loan features that may be abu¬ 
sive in some instances may be neutral, or even beneficial, 
in others, the industry should be very interested in avoid¬ 
ing a situation in which a regulatory or legislative re¬ 
sponse takes the form of a blunt instrument. In this 
regard, the industry could learn some valuable lessons 
from recent experience with another issue. 

A little over two years ago, I spoke at a conference of the 
Consumer Bankers Association on an issue that ultimately 
played a major role in the debate over the financial mod¬ 
ernization legislation. Part of my message was to issue a 
call to action by the industry. In that speech, I said: 

Failure by the banking industry to demonstrate lead¬ 
ership . . . risks a . . . backlash that could fuel legis¬ 
lative reactions at the federal and state levels. . . . 

[I]t is emphatically in the interests of the financial 
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services industry ... to take the lead in demonstrat¬ 
ing that seif-regulation can and wili work, and that 
pubiic conoerns . . . can be addressed without re¬ 
quiring more draconian, externaliy imposed solu¬ 
tions to the problem. 

The banking industry today has a rare opportunity to 
step up to the plate and become a leader. 

As you might have guessed, that speech was about pri- 
vaoy. There are some parallels between the two issues 
that I urge you not to ignore. 

For example, like privacy, there is a lot of emotional mo¬ 
mentum on the predatory lending issue. Public interest 
organizations, regulatory agencies, and members of Con¬ 
gress all have voiced their concerns and announced pro¬ 
posals to address the issue. And, just as it was 
impossible to be “against” privacy, it is equally impossible 
not to be against predatory lending. 

Both issues also raise significant reputation risk concerns 
for the banking industry. Both have an emotional content 
suoh that a set of bad faots has the potential to propel a 
legislative response. Do regulated depository institutions 
run the risk, for example, of being tarred with practices 
engaged in by a relatively few institutions, rarely involving 
insured depository institutions? Banks should be con- 
oerned when local governments threaten to withdraw city 
deposits unless they can certify that neither they nor their 
affiliates are “predatory lenders.” 

Despite the fact that banks generally are engaged in re¬ 
sponsible lending practises, legislative proposals already 
show the potential to “overslide the base” by imposing 
complete bans on loan terms such as prepayment penal¬ 
ties and balloon payment provisions in all mortgage 
transactions—not just “high-cost” loans. Interest rate caps 
have even been threatened by some. 

This leads me to olose by offering several suggestions, 
based on recent experience with the privacy issue: 

• First, do you know what your company is doing? And I 
mean your whole company—not just the bank. Are you 
satisfied that your company is not engaging in conduct 
that could sully the good name of your bank? If you 
don’t know, find out. 

• Second, has your company reviewed its iines of busi¬ 
ness to evaluate where there may be a higher risk of 


questionable lending practices? Does your company 
engage in any type of subprime lending? Is it con¬ 
ducted in the bank or in a separate entity? Are there risk 
management systems and oontrols in plaoe to ensure 
that it is conducted responsibly and without the kinds of 
abuses I have described? How do you audit that area? 
Have you oonsidered appointing a special ombudsman 
for your subprime consumer lending business to focus 
on the unique conoerns and risks that may arise there? 

• Third, has your company evaluated how it uses third 
parties, such as loan brokers? Do you “know your bro¬ 
kers” and their practices? Do you have safeguards in 
plaoe to ensure that the brokers’ fees, referrals, and 
other business praotioes do not raise fair lending, 
RESPA, or other legal risks? Do you require brokers to 
adhere to standards set by your company? Do you 
cheok to see whether they do? Most companies have 
sophisticated quality control and data integrity pro¬ 
cesses in place to proteot their business operations. Do 
you have oomparable systems in place to ensure the 
integrity of loans you obtain from brokers or buy in the 
secondary market? 

• Fourth and finally, what have you done to show leader¬ 
ship? Compete to offer the best products—ones that 
are both profitable and fill a credit need responsibly, on 
terms that are fair to consumers. Consider partnering 
with community-based organizations as a means of en¬ 
hancing borrower financial literacy as well as develop¬ 
ing new oustomers. Work to push the bad actors out of 
the business. Publicly embrace responsible lending 
standards—whether they are developed by others, 
such as the Fannie Mae and Freddie Mac standards, by 
your company, or by an industry group. Government 
agencies should not have to write guidanoe for effective 
practices by depository institutions on how to avoid ac¬ 
quiring loans or securities backed by loans that have 
predatory features. You should be doing that your¬ 
selves. 

In fast, this subject would seem to be fertile ground for an 
industry initiative under the auspices of the CBA and/or 
RMA. The industry can and should take the opportunity to 
lead in addressing the predatory lending issue. Given 
where we are in this debate, the opportunity exists now for 
the industry to distinguish itself and to demonstrate what it 
is doing well. 

You in this room, and the institutions you represent, have a 
challenge. How would you answer the four questions I 
have asked? 


Quarterly Journal, Vol. 19, No. 3, September 2000 55 



Interpretations—^April 1 to June 30, 2000 


Page 

Interpretive Letters 59 

Letter No. Page 

Laws 

12CFR 5.34 . 885 65 

12 use 9. 884 63 

12 use 24. 886 66 

12 use 24(7). 883 60 

887 68 

888 70 

889 76 

12 use 92. 882 59 

Regulations 

12eFR 5.34 . 885 65 

Subjects 

eonfirms that a wholly owned subsidiary of a national bank may sell insurance through satellite 

offices in the states of Kentucky and Florida. 882 59 

eonfirms that a national bank may acquire a noncontrolling interest in a limited liability 

company. 883 60 

eonfirms that a national bank may invest assets in part 9 collective investment funds of 

tax-exempt benefit plan accounts held by the bank. 884 63 

Relieves Mellon Bank, N.A., from certain commitments in approval letter to buy the Dreyfus 

eorporation. 885 65 

Permits subsidiary of national bank to continue underwriting credit-related insurance products .... 886 66 

Confirms that a national bank lawfully acquired a noncontrolling interest in a business trust 

established to purchase, own, and lease commercial aircraft. 887 68 

Confirms that Chase Bank of Texas, N.A., may use excess capacity in a specialized system to 

allow external clients to load, store, and retrieve nonfinancial and financial documents. 888 70 

Confirms that several national banks may indirectly acquire noncontrolling equity investments in 

an Illinois corporation that will provide on-line securities trading and related services. 889 76 


Quarterly Journal, Vol. 19, No. 3, September 2000 57 



















Interpretive Letters 

882—February 22, 2000 

12 asc 92 

Re: Insurance Agency Activities in Kentucky and Florida 
Under 12 USC 92 

Dear [ ]: 

This is in response to your letter requesting confirmation 
that (the [ ] “agency”), a wholly owned subsidiary of [ ] 
National Bank, [City, State] (the “bank”),^ may sell insur¬ 
ance through satellite offices of the agency in the states of 
Kentucky and Florida, in addition to the agency’s “place 
of 5,000” location in Kentucky, as permitted under Ken¬ 
tucky and Florida law pursuant to 12 USC 92. We have 
addressed similar issues concerning the use of satellite 
offices in previous opinions of this office and you may rely 
on the standards contained in those opinions to establish 
the permissibility under section 92 of the satellite offices 
the agency proposes to operate. 

In our First Union Letter, for example, we provided an 
extensive analysis of the scope of activities permissible 
under 12 USC 92. Our letter considers the plain language 
of the statute, the legislative history, the contemporaneous 
practices of banks and insurance agents in 1916 when 
the law was enacted, the OCC's longstanding interpretive 
ruling under section 92, and recent judicial opinions con¬ 
struing the scope of section 92.^ 

In applying section 92 in the modern context, we found in 
the First Union Letter that section 92, by its literal terms, 
consistent with congressional intent and as construed by 
relevant case law, does not subject national banks solicit¬ 
ing and selling insurance to unique restrictions or disabili¬ 
ties relative to insurance agents generally in a particular 
state. Further, given the flexibility with which banks and 
insurance agents operated in 1916, we found it to be 
entirely consistent with section 92’s authority and purpose 
to allow national bank insurance agencies to employ the 
same variety of marketing resources and tools as are 
used today by other insurance agencies. 


^ The agency is a wholly owned subsidiary of [ ], a wholly 

owned subsidiary of fhe Bank. 

^ See Interpretive Letter No. 753 (November 4, 1996), reprinted in 
[1996-1997 Transfer Binder] Fed. Banking L. Rep. (CCH) H 81-107. 


In the Louisiana Letter,^ we considered whether the prin¬ 
ciples of section 92 set forth in the First Union Letter 
would permit a bank insurance agency that is located in a 
“place of 5,000” to establish auxiliary or “satellite” offices 
in locations outside the “place of 5,000.” Louisiana law 
expressly permitted insurance agencies, including a 
bank-established agency, to conduct business at loca¬ 
tions in addition to the agency’s business location shown 
on its insurance license. We concluded that, for a national 
bank in Louisiana, the use of the same methods and fa¬ 
cilities available to licensed insurance agencies generally 
includes the ability of the national bank insurance agency 
to establish auxiliary locations of the agency outside of 
the “place of 5,000” and to engage in insurance sales 
activities at those locations. 

In the liiinois/Michigan Letter,'* we applied the principles 
of section 92 set forth in the First Union Letter and the 
Louisiana Letter and concluded that the insurance 
agency subsidiary of a national bank located in a “place 
of 5,000” in Illinois could establish satellite offices in both 
Illinois and Michigan. We have also concluded that the 
same insurance agency subsidiary located in Illinois 
could establish satellite offices in New York.® 

You may rely on these precedents to establish the permis¬ 
sibility of the satellite offices the agency proposes to op¬ 
erate in Kentucky and Florida. To the extent that the 
agency’s situation is fundamentally the same as those ad¬ 
dressed in our previous letters, the agency is authorized, 
under 12 USC 92, to operate the satellite offices. 

If you should have any questions, please feel free to con¬ 
tact Virginia Rutledge at (202) 874-5210. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 


® Interpretive Letter No. 844 (October 20, 1998), reprinted in 
[1998-1999 Transfer Binder] Fed. Banking L. Rep. (CCFI) H 81-299. 

'' Interpretive Letter No. 864 ( May 19, 1999), reprinted in [Current 
Binder] Fed. Banking L. Rep. (CCFI) H 81-358. 

'^Interpretive Letter No. 874 (December 1, 1999), reprinted in 
[Current Binder] Fed. Banking L. Rep. (CCH) H 81-368. See aiso 
Interpretive Letter No. 873 (December 1, 1999), reprinted in [Cur¬ 
rent Binder] Fed. Banking L. Rep. (CCH) H 81-367 (a limited liabil¬ 
ity company that qualified as a section 92 insurance agency in a 
“place of 5,000”in New York, and in which fhe nafional bank owned 
a 50 percent noncontrolling investment, could establish satellite of¬ 
fices in New York) (the "New York letters"). 
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883—March 3, 2000 

12 aSC 24(7) 

Dear [ ] 

This is in response to your letter of January 14, 2000, in 
which you notify the OCC of the intent of [Bank, City, 
State] (“bank”), to acquire a noncontroiiing interest in a 
newly formed limited liability company. We conclude that, 
subject to the conditions discussed below, the bank may 
proceed with these acquisitions. 

Bank’s Proposal 

The bank, an indirect, wholly owned subsidiary of [ ] 
Corporation, engages primarily in the issuance of con¬ 
sumer and business credit cards, including purchasing 
cards issued to federal, state, and local government and 
agencies. The bank also offers credit card processing 
and related merchant services in connection with credit 
card transactions. 

The bank proposes to make a 50 percent noncontrolling 
equity investment in a newly formed Delaware limited li¬ 
ability company (LLC). The remaining interest in the LLC 
will be owned by [ ], Inc. (“ ”), a [State] corporation 
with its principal place of business in [City, State], [ ], a 
wholly owned subsidiary of the [ ], Inc., engages princi¬ 
pally in the development of Internet-based procurement 
systems for state and local governments. 

The bank and [ ] propose to establish the LLC as part of 
their overall strategy of providing government credit card 
customers with the most convenient channels for access¬ 
ing services and products. The LLC will enter into con¬ 
tracts with federal, state, and local governments and 
agencies to provide a package of Internet-based ser¬ 
vices, which include (1) developing web sites that facili¬ 
tate electronic procurement transactions, (2) hosting these 
Web sites, and (3) providing related merchant processing 
services (collectively “Internet services”). The bank and 
[ ] have agreed to jointly market the Internet services to 
government agencies throughout the country. 

Analysis 

Your letter raises the issue of the authority of a national 
bank to make a noncontrolling investment in a limited li¬ 
ability company. The OCC has in a variety of circum¬ 
stances concluded that it is lawful for a national bank to 
own, indirectly through an operating subsidiary, a minority 
interest in an entity or enterprise, such as a corporation, 


provided four criteria or standards are met.^ These stan¬ 
dards, which have been distilled from our previous deci¬ 
sions in the area of permissible noncontrolling 
investments for national banks and their subsidiaries, are: 

(1) the activities of the entity or enterprise must be limited 
to activities that are part of, or incidental to, the busi¬ 
ness of banking; 

(2) the bank must be able to prevent the enterprise from 
engaging in activities which are impermissible for na¬ 
tional banks or be able to withdraw its investment; 

(3) the bank's loss exposure must be limited, as a legal 
and accounting matter, and the bank must not have 
open-ended liability for the obligations of the enter¬ 
prise; and 

(4) the investment must be convenient or useful to the 
bank in carrying out its business and not a mere pas¬ 
sive investment unrelated to that bank’s banking busi¬ 
ness. 

Each of these four factors is discussed below and applied 
to your application. 

1. The activities of the enterprise in which the 
investment is made must be iimited to activities 
that are part of, or incidentai to, the business of 
banking. 

The OCC has found each of the activities included in the 
Internet services to be part of, or incidental to, the busi¬ 
ness of banking and, therefore, authorized for national 
banks under 12 USC 24(Seventh). We have previously 
determined that a national bank may provide a “package” 
of Internet-based services which includes developing and 
hosting Web sites for government agencies and providing 
related merchant processing services.® 


' See e.g.. Interpretive Letter No. 855, reprinted in [1998-1999 
Transfer Binder] Fed. Banking L. Rep. (CCH) H 81-312 (March 1, 
1999). 

^ Interpretive letter from Julie L. Williams, first senior deputy 
comptroller and chief counsel (March 3, 2000) (finding bank may 
develop and host Web sites for government agencies) {"Wiiliams 
letter") (to be published). See also Interpretive Letter No. 856, re¬ 
printed in [1998-1999 Transfer Binder] Fed. Banking L. Rep. (CCH) 
D 81-313 (March 5, 1999); Corporate Decision No. 97-60 (July 1, 
1997) (national bank operating subsidiary maintaining and operat¬ 
ing an Internet Web site which provides information in pre-owned 
automobiles to potential buyers); OCC Conditional Approval No. 
221 (December 4, 1996) (national bank making a minority invest¬ 
ment in a company that provides an electronic “gateway” through 
which customers of bank will be able to obtain home banking and 
other financial services from their respective financial institutions 
through various electronic access devices). 
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In the Williams letter, we concluded that hosting Web 
sites for government agencies and providing an electronic 
communications pathway for product ordering and pay¬ 
ment are finder activities authorized for national banks. 
The provision of these services brings potential purchas¬ 
ers and suppliers together for a transaction that they 
themselves negotiate and consummate. Accordingly, we 
conclude that the components of the proposed Internet 
services that invoive hosting of Web sites for government 
agencies are permissibie finder activities authorized for 
national banks pursuant to 12 USC 24(Seventh).^ More¬ 
over, the provision of related merchant processing ser¬ 
vices is also clearly part of the business of banking."* 

We have also approved the development of Web sites for 
government agencies as incidental to other Internet- 
based services where the ability to develop the Web sites 
was critical to the successful marketing of the package of 
services and the development was only a minor part of 
the entire Internet package offered.® Here, the develop¬ 
ment of Web sites is needed to successfully market the 
Internet services. Other providers of similar Internet-based 
services for government agencies include Web site devel¬ 
opment in their package of services.® Without the Web 
development component, the LLC will be at a competitive 
disadvantage relative to other providers of Internet com¬ 
merce services to government agencies. Additionally, the 
Web site development feature is only a minor part of the 
entire package offered by the LLC (on average gross 
profits from Web site development will be less than 30 
percent of the gross profits of the entire Internet services 
package).^ Linder these circumstances, we find the Web 


® Williams letter, supra. 

Conditional Approval No. 289 (Ootober 2, 1998) (national banks 
may aoquire a minority interest in a firm that, among other things, 
provides accounts receivabie processing and accounts payabie 
processing); Conditional Approval No. 248 (June 27, 1997) (na¬ 
tional bank operating subsidiary may acquire a minority interest in 
an entity that provides merchant credit and debit card processing 
services); Interpretive Letter No. 731, reprinted in [1995-1996 
Transfer Binder] Fed. Banking L. Rep. (CCH) 1181,048 (July 1, 
1996) (national banks as part of the banking business may collect 
and process accounts relating to an electronic toll collection sys¬ 
tem). 

® Williams letter, supra. See also Interpretive Letter No. 875 (Oc¬ 
tober 31, 1999) (to be published), available at http:// 

www.occ.treas.gov/interp/jan00/int875.pdf. 

® Williams letter, supra. See also Richard W. Walker, “Government 
Agencies Use EC Web Technologies' ecBuyer Electronic Com¬ 
merce Software,” Gov’t Computer News, September 20, 1999, p. 
45; Frank Tiboni, “HCFA Updates Web Site,” Gov’t Computer News, 
August 23, 1999, p. 6; J.B. Miles, “A Variation of Online-Auction 
Model Would Pay Off for Agencies,” Gov’t Computer News, August 
16, 1999, p. 46; J.B. Miles, “Online Malls Are Fast, Secure and 
Right at Your Desk,” Gov’t Computer News, March 23, 1998, p. 79. 

^ Full function products provided as an incidental part of a pack¬ 
age of banking services cannot dominate the banking services be- 


site development services to be incidental to the other 
Internet services, and therefore authorized. 

2. The bank must be able to prevent the 
enterprise from engaging in activities that do not 
meet the foregoing standard, or be able to 
withdraw its investment. 

This is an obvious corollary to the first standard. It is not 
sufficient that the enterprise’s activities are permissible at 
the time of the bank’s initial investment. They must also 
remain permissible for as long as the bank retains a mem¬ 
bership interest in the enterprise. The bank represents 
that the LLC’s incorporating and operating agreements 
will include a limitation on the activities of the LLC. These 
agreements will limit the activities in which the LLC may 
engage to those activities that are part of, or incidental to, 
the business of banking. Moreover, the bank represents 
that it will have an effective veto over any activities that 
are not permissible for a national bank. Therefore, the 
second standard is satisfied. 

3. The bank’s loss exposure must be limited, as 
a legal and accounting matter, and the bank must 
not have open-ended liability for the obligations of 
the enterprise. 

a. Loss exposure from a legal standpoint 

A primary concern of the OCC is that national banks not 
be subjected to undue risk. Where an investing bank will 
not control the operations of the entity in which the bank 
holds an interest, it is important that a national bank’s 
investment not expose it to unlimited liability. As a legal 
matter, investors in a Delaware limited liability company 
will not incur liability with respect to the liabilities or obli¬ 
gations of the limited liability company solely by reason of 


ing provided. See Interpretive Letter No. 737, reprinted in [1996- 
1997 Transfer Binder] Fed. Banking L. Rep. (CCFI) H 81-101 
(August 19, 1996); Interpretive Letter No. 516, reprinted in [1990- 
1991 Transfer Binder] Fed. Banking L. Rep. (CCH) H 83,220 (July 
12, 1990); letter from Michael J. O’Keefe, district counsel, 
midwestern district (July 13, 1987) (unpublished); Interpretive Letter 
No. 345, supra. The OCC has two alternative tests for determining 
when sale of full function products as part of a package of banking 
services is sufficiently subordinate to those banking services. The 
older OCC test is whether the cost of the full function product is 
less than 30 percent of the cost of the entire package. Interpretive 
Letter No. 742, reprinted in [1996-1997 Transfer Binder] Fed. Bank¬ 
ing. L. Rep (CCH) H 81-106 (August 19, 1996). As an alternative to 
the cost test, a more recent letter adopted a test based on the 
percentage of “gross profits” (sales less cost of goods sold) that is 
derived from the sale of the hardware. Interpretive Letter No. 754, 
reprinted in [1996-1997 Transfer Binder] Fed. Banking L. Rep. 
(CCH) H 81-120 (November 6, 1996). Specifically, this letter held 
that where the gross profits generated by a full function product 
provided in connection with a banking service do not exceed thirty 
percent of the total gross profits from that service, the sale of the 
full function product is incidental to the permitted banking service. 
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being a member or manager of the limited liability com¬ 
pany. Del. Code Ann. Tit. 6 ' 18-303 (1993). Thus, the 
bank's loss exposure for the liabilities of the LLC will be 
limited by statute. 

b. Loss exposure from an aocounting standpoint 

In assessing a bank’s loss exposure as an accounting 
matter, the OCC has previously noted that the appropriate 
accounting treatment for a bank’s 20-50 percent owner¬ 
ship share of investment in a limited liability company is to 
report it as an unconsolidated entity under the equity 
method of accounting. Under this method, unless the 
bank has guaranteed any of the liabilities of the entity or 
has other financial obligations to the entity, losses are 
generally limited to the amount of the investment, includ¬ 
ing loans and other advances shown on the Investor’s 
books. See generally Accounting Principles Board, Op. 
18 § 19 (1971) (equity method of accounting for invest¬ 
ments in common stock). 

As proposed, the bank will have a noncontrolling interest 
in the LLC. The bank believes, and its accountants have 
advised, that the appropriate accounting treatment for the 
bank's investment is the equity method.® Thus the bank’s 
loss from an accounting perspective would be limited to 
the amount invested in the LLC, and the bank will not 
have any open-ended liability for the obligations of the 
LLC. The bank’s loss exposure is limited, as a legal and 
accounting matter. Therefore, the third standard is satis¬ 
fied. 

4. The investment must be convenient or useful 
to the bank in carrying out its business and not a 
mere passive investment unrelated to that bank’s 
banking business. 

A national bank’s investment in an enterprise or entity that 
is not an operating subsidiary of the bank must also sat¬ 
isfy the requirement that the investment have a beneficial 
connection to that bank’s business, I.e., it must be conve¬ 
nient or useful to the investing bank’s business activities 
and not constitute a mere passive investment unrelated to 
the bank’s banking business. Twelve USC 24 gives na¬ 
tional banks incidental powers that are “necessary” to 
carry on the business of banking. “Neoessary” has been 
judicially construed to mean “convenient or useful.” 
Arnold Tours Ino. v. Camp, 472 F. 2d 427, 432 (1st Cir. 
1972). Therefore, a consistent thread running through our 
precedents concerning stock ownership is that it must be 


® OCC’s Chief Accountant has concluded that the bank’s invest¬ 
ment in the LLC should be recorded as investments in “unconsoli¬ 
dated subsidiaries and associated companies” on the bank’s Con¬ 
solidated Reports of Condition and Income (“Call Reports”). Such 
classification is consistent with the Call Report Instructions. See 
Instructions to Schedule RC-M, item 8.b. 


oonvenient or useful to the bank in eondueting that bank’s 
banking business. The investment must benefit or facili¬ 
tate that business and cannot be a mere passive or 
speculative investment. 

This requirement is met in this case. The bank’s invest¬ 
ment in the LLC is an integral part of the bank’s merchant 
credit card strategy. By investing in the LLC, the bank will 
be offering its government card customers additional pur¬ 
chasing channels, thus improving the overall service ca¬ 
pabilities of the bank and the attractiveness of the bank’s 
government card and merchant processing products and 
services. In addition, the bank’s investment in the LLC will 
result in additional merchant processing income. There¬ 
fore, the fourth standard is satisfied. 

Conclusion 

Based upon the information and representations you have 
provided, and for the reasons disoussed above, we eon- 
elude that the bank may acquire and hold a nonoontrol- 
ling interest in the LLC in the manner and as deseribed 
herein, subject to the following conditions: 

(1) The LLC will engage only in activities that are part of, 
or incidental to, the business of banking; 

(2) The bank will have veto power over any aetivities and 
major decisions of the LLC that are inconsistent with 
condition number one, or will withdraw from the LLC 
in the event it engages in an activity that is inconsis¬ 
tent with condition number one; 

(3) The bank will aceount for the Investments in the LLC 
under the equity method of acoounting; and, 

(4) The LLC will be subject to OCC supervision, regula¬ 
tion, and examination. 

Please be advised that the conditions of this approval are 
deemed to be “conditions imposed in writing by the 
agency in connection with the granting of any application 
or other request” within the meaning of 12 USC 1818 and, 
as such, may be enforced in proceedings under appli¬ 
cable law. 

This approval is granted based on a thorough review of all 
information available, including the representations and 
oommitments made in the application and by the bank's 
representatives. 

If you have any questions, please contact Steven V. Key, 
attorney. Bank Activities and Structure Division, at (202) 
874-5300. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 
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884—January 13, 2000 

12 asc 9 

Re: Collective Investment Funds under 12 CFR 
9.18(a)(2)(ii) 

Dear [ ]: 

This replies to your request on behalf of [ ] (the “bank”) 
concerning investing assets of certain employee benefit 
plan accounts held by a national bank as directed agent 
or non-discretionary custodian in collective investment 
funds established and maintained pursuant to 12 CFR 
9.18. As part of the 1996 revisions to part 9, the OCC 
added section 9.18(a)(2)(ii) which provides a national 
bank may invest in part 9 collective investment funds the 
assets of specified employee benefit accounts that the 
“bank holds in any capacity (including agent).” For the 
reasons discussed more fully below, we concur with your 
position that section 9.18(a)(2)(ii) permits the investment 
of assets in part 9 collective investment funds of tax- 
exempt employee benefit plan accounts held by the bank 
in any capacity, provided the fund itself qualifies for an 
exemption from federal tax. 

Background 

The Bank’s Proposal 

The bank represents that it acts as a directed agent or a 
non-discretionary custodian to certain tax-exempt, em¬ 
ployee benefit plan accounts (“EB accounts”). Another 
entity acts as the named fiduciary to the EB accounts and 
makes the investment decisions. The EB accounts may 
include corporate pension and profit-sharing plans, which 
are tax-exempt by reason of being described in section 
401(a) of the Internal Revenue Code, as well as govern¬ 
ment plans.^ The bank has no investment discretion over 
the assets. Prior to investment in a collective investment 
fund, the bank would not consider the assets part 9 “fidu¬ 
ciary” assets, and would not be considered holding the 
assets in a “fiduciary capacity” for purposes of part 9. 
The bank proposes to offer several investment options for 
the EB accounts, including investment in collective invest¬ 
ment funds established by the bank under section 
9.18(a)(2). 


’ All determinations concerning the federal taxation status of the 
EB accounts are the responsibility of the bank. The bank represents 
that section 401(a) plans generally are subject to the fiduciary re¬ 
sponsibilities of ERISA. The government plans are not subject to 
ERISA, although by contract the bank states that ERISA standards 
may be imposed. 


The bank represents that once the investment is made, 
the bank, as trustee of the collective investment fund is a 
“fiduciary” with respect to those assets held in the collec¬ 
tive investment fund. The bank also represents that the 
collective investment fund would operate in accordance 
with any applicable requirements of part 9 generally, and 
section 9.18 in particular. The bank believes that section 
9.18(a)(2)(ii) by its terms permits the investment of certain 
tax-exempt employee benefit plan account assets, such 
as the EB accounts, the bank “holds in any capacity (in¬ 
cluding agent). 

Discussion 

Part 9 governs the fiduciary activities of national banks. In 
1995-96, the OCC undertook a comprehensive revision of 
part 9 and issued a final rule effective January 29, 1997. 
The primary goal in revising part 9, as stated in the pre¬ 
amble to the final rule, was to modernize and update part 
9 by removing unnecessary regulatory burden and facili¬ 
tating the continued development of national banks' fidu¬ 
ciary business consistent with safe and sound banking 
practices and national banks’ fiduciary obligations.® Like¬ 
wise, the preamble to the proposed rule indicated that the 
specific revisions to section 9.18 were intended for the 
same purpose."* The CCC had not rewritten section 9.18 
since 1972. 

While retaining the general structure of former section 
9.18 with respect to (a)(1) and (a)(2) funds, the 1995-96 
revisions relocated the substance of former section 
9.18(b)(2) to section 9.18(a).® The revisions eliminated the 
former rule’s specific references to tax provisions to clarify 
that the OCC promulgated the regulation solely on the 
authority of federal banking law and not in conjunction 
with federal tax laws.® National banks, not the OCC, are 


^ Bank counsel has noted that, while not expressly authorized, 
Massachusetts law permits banks with trust powers to collectively 
invest funds held as custodian as part of “business customarily 
engaged in by trust departments of banks in this commonwealth." 

=^61 Fed. Reg. 68544 (Dec. 30, 1996). 

^60 Fed. Reg. 66168 (Dec. 21, 1995). 

® The most explicit reference to the change in language is in the 
proposed rule preamble which states that the revision to section 
9.18(a) “provides guidanoe on the oircumstanoes under which a 
bank may place employee benefit and other tax-exempt trust as¬ 
sets in either an (a)(1) or an (a)(2) fund, and on the circumstances 
under which a bank may place trusts for which the bank is not the 
trustee in an (a)(2) fund." 60 Fed. Reg. at 66169. 

® See 60 Fed. Reg. at 66169 (preamble to proposed rule). Eormer 
seotion 9.18(a) stated: “Where not in contravention of looal law, 
funds held by a national bank as fiduciary may be invested collec¬ 
tively. . ." Eormer section 9.18(a)(2) stated: “In a fund consisting 
solely of assets of retirement, pension, profit sharing, stock bonus 
or other trusts which are exempt from Eederal income taxation un¬ 
der the Internal Revenue Code." In part, former section 9.18(b)(2) 
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responsible for ensuring appropriate exemptions from ap¬ 
plicable federal tax laws In order to satisfy the require¬ 
ments of section 9.18.^ The former rule did not contain the 
specific language “holds in any capacity (including 
agent)” as in current section 9.18(a)(2)(ii). The OCC has 
not addressed the meaning of this particular language 
since the issuance of the revised part 9. 

The relevant portions of section 9.18(a) provide as follows: 

(a) In general. Where consistent with applicable law, a 
national bank may invest assets that it holds as fidu¬ 
ciary in the following collective investment funds: [foot¬ 
note omitted] 

(1) A fund maintained by the bank, or by one or 
more affiliated banks, [footnote omitted] exclusively 
for the collective investment and reinvestment of 
money contributed to the fund by the bank, or by 
one or more affiliated banks, in its capacity as 
trustee, executor, administrator, guardian, or custo¬ 
dian under a uniform gifts to minors act. 

(2) A fund consisting solely of assets of retirement, 
pension, profit sharing, stock bonus, or other trusts 
that are exempt from Federal income tax. 

(i) A national bank may invest assets of retire¬ 
ment, pension, profit sharing, stock bonus, or 
other trusts exempt from Federal income tax and 
that the bank holds in its capacity as trustee in a 
collective investment fund established under 
paragraph (a)(1) or (a)(2) of this section. 

(ii) A national bank may invest assets of retire¬ 
ment, pension, profit sharing, stock bonus, or 
other employee benefit trusts exempt from Fed¬ 
eral income tax and that the bank holds in any 
capacity (inciuding agent), in a collective invest¬ 
ment fund established under this paragraph 
(a)(2) if the fund itself qualifies for exemption from 
Federal income tax (emphasis added). 

A plain reading of section 9.18(a)(2) permits the bank’s 
suggested interpretation. The language of section 9.18(a) 
generally authorizes national banks to invest assets it 
holds as fiduciary in two types of collective investment 


stated: “Assets of retirement, pension, profit sharing, stock bonus, 
or other trusts which are exempt from Federal income taxation by 
reason of being described in section 401 of fhe Code may be 
invested in collective investment funds established under the provi¬ 
sions of paragraph (a)(2) of this section if the fund qualifies for tax 
exemption under Revenue Ruling 56-267, and following rulings." 

^ Similarly, fhe OCC does not provide any opinion on the status of 
the described collective investment funds under fhe federal securi¬ 
ties laws. 


funds, so-called (a)(1) and (a)(2) funds. As represented 
by the bank, the assets invested in the (a)(2) collective 
investment fund are “fiduciary” assets for purposes of 
part 9.® Under section 9.18(a)(2), the national bank must 
meet certain requirements with respect to the type of as¬ 
sets and their tax-exempt status. If the requirements are 
met, then section 9.18(a)(2)(li) provides that a bank may 
invest in the fund tax-exempt retirement, pension, or other 
assets as specified, including employee benefit plan as¬ 
sets, that the bank “holds in any capacity (including 
agent),” as long as the fund itself also qualifies for an 
exemption from federal income tax. 

Conclusion 

Accordingly, we concur with the bank’s view that under an 
existing or newly established (a)(2) fund consisting of re¬ 
tirement and other assets exempt from federal income tax, 
section 9.18(a)(2) permits a national bank to invest in the 
(a)(2) fund assets of employee benefit plan accounts ex¬ 
empt from federal income tax that the bank holds in the 
capacity of directed agent or non-discretionary custodian, 
such as the EB accounts, if the fund itself is exempt from 
federal income taxation. This result is particularly appro¬ 
priate because the bank, as trustee of the fund acts as a 
fiduciary to the assets once they are invested in a collec¬ 
tive investment fund. Likewise, this meaning is consistent 
with the purpose and language of the revised part 9. 

These conclusions are based on the facts and represen¬ 
tations made in the materials submitted by the bank and 
the discussions with representatives of the bank. Any ma¬ 
terial change in facts or circumstances could affect the 
conclusions stated in this letter. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 


® As proposed by the bank, the assets invested in the section 
9.18(a)(2)(ii) funds are tax-exempt, employee benefit plan assets 
generally subject to ERISA and held “in trust” by another entity 
prior to their investment by the bank. As employee benefit plan 
assets subject to ERISA and exempt from federal taxation as quali¬ 
fied retirement plans, federal law mandates and circumscribes pre¬ 
cise requirements. These facts are materially different from those in 
Investment Co. Institute v. Camp, 401 U.S. 617 (1971). In Camp, 
the assets were not subject to ERISA or held in trust at all prior to 
investment by the bank, were not exempt from taxation, and were 
tendered directly by retail customers authorizing the bank to act as 
managing agent for the individual customer. Thus, Camp’s principal 
concern, the offering to the public of a mutual fund for purely in¬ 
vestment opportunities, is absent here. 
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885—March 20, 2000 

12 CFR 5.34 

Mr. Michael E. Bleier 
General Counsel 
Mellon Bank, N.A. 

One Mellon Bank Center 
Pittsburgh, PA 15258 

Dear Mr. Bleier: 

This responds to your letter dated February 15, 2000, and 
your subsequent telephone conversations with OCC staff, 
concerning the OCC’s May 4, 1994, approval letter (“ap¬ 
proval letter”) permitting Mellon Bank, N.A. (“bank”) to 
acquire the Dreyfus Corporation (“Dreyfus”). You have re¬ 
quested that the bank be relieved from certain commit¬ 
ments noted in the approval letter, and from certain 
conditions of approval listed in the approval letter. For the 
reasons described below, the OCC grants your request. 

The specific commitments and approval conditions from 
which you have requested relief are included on the list 
attached to this letter. As you have noted, these commit¬ 
ments and conditions have become obsolete and unnec¬ 
essary as a result of the Gramm-Leach-Bliley Act of 1999 
(GLBA).^ In GLBA, Congress has comprehensively ad¬ 
dressed banks’ involvement with businesses such as 
Dreyfus. GLBA has clarified the permissible activities, cor¬ 
porate structures, and applicable safeguards that will gov¬ 
ern in the bank's relationship with Dreyfus. The bank 
should be permitted to organize its business with Dreyfus 
subject to the requirements of GLBA in the same manner 
as the bank’s competitors. By relieving the bank from 
these commitments and approval conditions, the OCC is 
simply recognizing that the bank should now be subject 
to the framework established by Congress in GLBA, 
rather than the provisions of the OCC’s 1994 approval 
letter. 

This result is also consistent with the OCC’s supervisory 
experience with the bank since 1994. The OCC has not 
identified a continuing supervisory need for these commit¬ 
ments and conditions. We are satisfied that the provisions 
of GLBA, other applicable laws and regulations, and ap¬ 
plicable regulatory guidelines, are sufficient to govern the 
bank’s activities in this area. 

I trust that this is responsive to your request. Please con¬ 
tact me if you have any questions. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 


^ Public Law No. 106-102, November 12, 1999. 


Attachment 

Bank Commitments 

Each of the mutual funds in the Dreyfus Family of Mutual 
Funds (“the Dreyfus Funds”) would use an independent 
third party to act as distributor, or principal underwriter, of 
the Dreyfus Funds’ shares. 

Dreyfus will not be named as the organizer or sponsor of 
any new Dreyfus Funds, nor provide the seed capital to 
fund these new mutual funds. 

No officer, director, or employee of the bank will serve as 
such with respect to the Dreyfus Funds and no officer, 
director, or employee of the Dreyfus Funds will serve as 
such in the bank. 

The bank represents that it will not make any changes in 
the Policy Statement without prior notice to the OCC and 
the Federal Reserve Board. The bank states that it will not 
make the change if notified of objections by either agency 
within thirty days of the notification. 

Approval Conditions 

The bank and the subsidiaries will maintain an adequate 
level of equity capital. In assessing the appropriate level 
of capitalization, the bank should include within its evalu¬ 
ation the various risks incurred, e.g., liquidity, fiduciary, 
operational, and legal. The subsidiaries also will comply 
with applicable SEC capital requirements. 

The bank’s aggregate direct and indirect investments in 
and advances to the subsidiaries shall not exceed an 
amount equal to the bank’s legal lending limit. 

The bank and the subsidiaries are subject to the Inter¬ 
agency Statement (2/15/94) regarding sales of nondeposit 
investment products as described on pages 19-20 of [the 
Mellon/Dreyfus approval] letter. With respect to other sales 
activities, the subsidiaries will provide the disclosures as 
described on page 20 of [the Mellon/Dreyfus approval] 
letter. 

The bank and the subsidiaries must comply with each of 
the voluntary commitments in the bank’s Policy Statement 
on Mutual Funds, as the same may be amended from 
time to time. 

The bank and the subsidiaries will comply fully with all 
applicable laws, regulations, orders and directives of 
regulatory bodies and with the rules of all self-regulatory 
bodies including the NASD. 
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886—March 27, 2000 

12 asc 24 

Re: [Bank, City, and State] 

Dear [ ]: 

This letter responds to your request on behaif of the [ ] 
(“bank” or “[ ]”) dated October 11, 1999, to ailow the 
bank's subsidiary to continue underwriting credit life, ac¬ 
cident, disability, and heaith products (“credit-reiated in¬ 
surance products”) in connection with consumer and 
mortgage ioans made by the bank and affiiiated and un- 
aftiliated financial institution lenders as part of, or inciden¬ 
tal to, the business of banking. You also provided 
supplemental information in November 1999 addressing 
the impact of the newly enacted Gramm-Leach-Bliley Act 
on your request. We have considered your request in light 
of the Gramm-Leach-Bliley Act ("GLBA”). 

While the GLBA generally prohibits insurance underwrit¬ 
ing for national banks and their subsidiaries, the autho¬ 
rized product exception in section 302 preserves 
providing insurance as principal under certain circum¬ 
stances. Because credit-related insurance is a unique 
product that the OCC prior to January 1, 1999, authorized 
national banks and their subsidiaries to underwrite for 
their own loans and loans originated by other entities, the 
authorized product exception applies in this case. Ac¬ 
cordingly, based on the information provided and the rea¬ 
sons discussed herein, we conclude that the bank’s 
subsidiary may continue underwriting the credit-related in¬ 
surance products. 

I. Background 

The bank’s subsidiary [ ] (“sub.”) currently engages in 
underwriting credit life, accident, disability and health in¬ 
surance products in connection with loans made by the 
bank, its affiliates, and unaffiliated financial institutions. As 
part of acquisitions at the holding company level, the 
OCC conditionally approved [ ]’s acquiring [sub.] as an 
operating subsidiary by letter dated October 31, 1997.^ 
The OCC approved [sub.]’s continued operations and 
gave the bank two years to establish the legal permissibil¬ 
ity of certain insurance activities, including underwriting 
credit-related insurance products for unaffiliated lenders. 

[Sub.], a licensed life insurance company, is authorized to 
underwrite credit life and health insurance products in thir¬ 
teen states and has been providing credit-related insur¬ 
ance products as underwriter to unaffiliated financial 


^ See Conditional Approval No. 259 (October 31, 1997). 


institutions for 14 years. [Sub.] presently has a relationship 
with seven financial institution lenders other than [ ] and 
its affiliates. Based on premiums written, approximately 75 
percent of [sub.]’s aggregate credit-related insurance 
business is for [ ] and its affiliates. For credit-related 
insurance products on unsecured consumer credit, ap¬ 
proximately 27 percent of the business is written with non¬ 
affiliates. For credit-related insurance products on 
secured mortgage loans, approximately 8 percent is un¬ 
derwritten with non-affiliates. 

II. Discussion 

A. GLBA Preserves the Ability of National Banks 
and their Subsidiaries to Engage in Certain 
Insurance Underwriting Activities 

Under Section 302 of the GLBA, national banks and their 
subsidiaries may provide “authorized products” but may 
not otherwise provide insurance as principal. The statu¬ 
tory language provides in relevant part: 

(a) In General—.. .a national bank and the subsidiar¬ 
ies of a national bank may not provide insurance in a 
State as principal except that this prohibition shall not 
apply to authorized products. 

(b) Authorized Products—For the purposes of this sec¬ 
tion, a product is authorized if— 

(1) as of January 1, 1999, the Comptroller of the 
Currency had determined in writing that national 
banks may provide such product as principal, or 
national banks were in fact lawfully providing such 
product as principal; 

(2) no court of relevant jurisdiction had, by final 
judgment, overturned a determination of the Comp¬ 
troller of the Currency that national banks may pro¬ 
vide such product as principal; and 

(3) the product is not title insurance, or an annuity 
contract the income of which is subject to tax treat¬ 
ment under section 72 of the Internal Revenue Code 
of 1986.2 

The GLBA thus preserves the ability of national banks 
and their subsidiaries to underwrite insurance products 
previously authorized by the OCC.^ Two questions arise in 


^ Gramm-Leach-Bliley Act of 1999, Pub. L. No. 106-102, § 302(a) 
and (b) (November 12, 1999). 

^ The GLBA also sets new standards for the application of state 
law to insurance activities of depository institutions, including na¬ 
tional banks and their subsidiaries. These standards apply to 
credit-related insurance underwriting activities by national banks 
and their subsidiaries. 
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this context: (1) what is the “product;” and (2) what was 
previously “authorized” by the OCC under the relevant 
test. 

B. Credit-Related Insurance is a “Product” for 
Purposes of Section 302 

Credit-related insurance products guarantee or secure 
payment of an outstanding obligation in a credit transac¬ 
tion in the event that the borrower is unable to pay. Credit- 
related insurance products often are sold in conjunction 
with installment loans, automobile loans, credit cards, and 
residential mortgages. There are various types of credit- 
related products, including credit life insurance, credit dis¬ 
ability insurance (also known as credit accident and 
health insurance), and mortgage life and disability insur¬ 
ance.'* For example, a credit life insurance product on a 
relatively small decreasing balance installment loan typi¬ 
cally will pay off the balance due on the loan if the bor¬ 
rower should die before the loan is repaid. Similarly, if an 
insured debtor becomes totally disabled or is killed acci¬ 
dentally, a credit accident and health insurance product 
policy will pay the policy premiums during the period of 
disability or pay the loan off. The precise terms of credit- 
related insurance products may vary based on the terms 
and conditions of a particular loan.® 

Credit-related insurance products provide benefits for 
both the borrower and the lender by easing the financial 
burden on each in the event of unforeseen circumstances, 
such as death, disability, or unemployment. Credit-related 
Insurance exists as a unique kind of insurance product 
that is an integral part of certain credit transactions. 
Hence, underwriting credit-related insurance products 
serves as a risk management tool linked to the credit 
function of lending institutions. 

Section 302 uses the term “product” to refer to general 
categories of insurance that serve different purposes. For 
example, section 302(c)(2) defines “insurance” to include 
a “product” that insures against loss, and lists as ex¬ 
amples life insurance, title insurance, and property and 
casualty insurance, among others. Each of these general 
categories describes a product that protects against a 
different type of risk. Credit risk is such a category of risk. 
In another section, the GLBA singles out underwriting 
“credit-related insurance” as a separate product category 
from life, accident and health, and property and casualty 


'‘See 12 CFR 2.2(b); see generally G. Fagg, Credit Life and 
Disability Insurance (1986). 

® Certain other insurance arrangements could also be considered 
“credit-related" where the existence of the insurance is integral to 
the borrower’s ability to repay a loan in the event specified events 
occur. 


insurance.® In this same way, credit-related insurance is a 
distinct category of insurance that is a “product” for pur¬ 
poses of section 302. 

C. OCC Previously Authorized National Banks 
and their Subsidiaries to Underwrite 
Credit-Related Insurance Products 

Section 302’s language plainly states that a product is 
“authorized” if as of January 1, 1999, the OCC had deter¬ 
mined in writing that national banks may provide the prod¬ 
uct as principal, or national banks were lawfully providing 
the product as principal and a court of competent juris¬ 
diction had not overturned an OCC decision permitting 
national banks to offer the product. In addition, the prod¬ 
uct may not be title insurance or a specified type of annu¬ 
ity contract. 

The OCC has established the authority of national banks 
and their subsidiaries to sell and underwrite credit-related 
insurance products as part of, or incidental to, the busi¬ 
ness of banking through a long line of precedents.'' The 
OCC has concluded national banks and their subsidiaries 
may underwrite credit-related insurance products in con¬ 
nection with loans by the bank itself and by lenders other 
than the bank.® These underwriting activities are part of 
the business of banking because the activity (1) is func¬ 
tionally equivalent to or a logical outgrowth of a recog¬ 
nized banking activity; (2) responds to customer needs or 
otherwise benefits the bank or its customers; and (3) in¬ 
volves risks similar in nature to those already assumed by 
banks. National banks and their subsidiaries are familiar 
with and take into account the risks associated with 
credit-related insurance products. The risks are similar for 
all borrowers with the same risk characteristics regardless 
of the identity of the lender. 

Therefore, prior to January 1, 1999, the CCC had “deter¬ 
mined in writing” that national banks and their subsidiar¬ 
ies may provide credit-related insurance products as 
principal In connection with loans made by a financial 


® See section 103(k)(4)(l)(ii). 

^ See, e.g., Corp. Decision No. 98 28 (May 11, 1998) (authorizing 
underwriting of credit iife, disability, and involuntary unemployment 
insurance products); Corp. Decision No. 97-92 (October 17, 1997) 
(authorizing underwriting of credit disability and involuntary unem¬ 
ployment insurance products); Interpretive Letter No. 283 (March 
16, 1984) (authorizing sales, as agent, of credit-related insurance 
products including life, disability, involuntary unemployment, and 
vendors single interest); Interpretive Letter No. 277 (December 13, 
1983) (authorizing underwriting of credit life insurance products); 
see also 12 CFR Part 2 (Sales of Credit Life Insurance). IBAA v. 
Heimann, 613 F.2d 1164 (D.C. Cir. 1979), cert, denied, 449 U.S. 
823 (1980) (confirming OCC’s authority to adopt its credit life insur¬ 
ance regulation at 12 CFR Part 2). 

® See, e.g., Corp. Decision No. 97-92 (October 17, 1997). 
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institution lender other than the bank itself. These determi¬ 
nations had not been overturned by any court as of Janu¬ 
ary 1, 1999 (or thereafter). Hence, the underwriting of 
credit-related insurance products satisfies section 302’s 
statutory requirements as an authorized product excep¬ 
tion. 

HI. Conclusion 

Despite the GLBA’s general prohibition on national banks 
and their subsidiaries underwriting insurance, the autho¬ 
rized product exception of section 302 preserves the abil¬ 
ity of national banks and their subsidiaries to provide as 
principal certain insurance products previously authorized 
by the OCC. Credit-related insurance is this kind of dis¬ 
tinct product. The OCC previously had authorized national 
banks and their subsidiaries to provide credit-related in¬ 
surance products as principal as part of the business of 
banking, or incidental thereto. Thus, national banks and 
their subsidiaries may offer credit-related insurance prod¬ 
ucts in connection with their own loans and those of affili¬ 
ated and nonaffiliated financial institution lenders. The 
GLBA preserved this authority for national banks and their 
operating subsidiaries. 

Accordingly, based on the facts and representations 
made in the materials submitted by the bank and discus¬ 
sions with counsel, the OCC concludes that the bank's 
subsidiary, MIC, may continue to underwrite credit-related 
insurance products for the bank, its affiliates, and other 
unaffiliated lenders. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 


887—April 30, 2000 

Dear [ ]: 

This responds to a letter written by [ ], Esq., dated 
March 21, 2000, on behalf of [ ] (the “bank”). [ ]’s letter 
requested confirmation that the bank lawfully acquired a 
noncontrolling interest in [ ] (“ ”), a [State] business trust 
established to purchase, own, and lease commercial air¬ 
craft. Subject to the conditions imposed below, we con¬ 
clude that the bank may hold this investment in [ ]. 

Introduction 

[ ] was established in April 1999 to purchase, own, and 
lease commercial aircraft. In May 1999, [ ] purchased a 
portfolio of 36 commercial aircraft and related leases from 


[co.].^ [ ] financed the purchase by issuing approxi¬ 
mately $1.2 billion in non-recourse debt and by selling its 
beneficial interest to a third party for approximately $40 
million. The beneficial interest entitles the owner to any 
profits and any residual interest in the aircraft remaining 
after payment in full of all interest and principal on the 
debt. In October 1999, the bank purchased, for $3.94 
million, 5 percent of the beneficial interest in [ ] from the 
third party. The bank expects to reflect income under 
Generally Accepted Accounting Principles (GAAP)— 
although the bank has projected that it will not receive any 
actual cash distributions from [ ] until at least 2016—and 
tax benefits from its ownership of the beneficial interest in 
[ ]. 

Legal Discussion 

The OCC has traditionally recognized the authority of na¬ 
tional banks to organize and perform any of their lawful 
activities in a reasonable and convenient manner not pro¬ 
hibited by law. In interpretive letters, the OCC has con¬ 
cluded that national banks are legally permitted to make a 
noncontrolling investment in an enterprise provided four 
criteria or standards are met. These standards, which 
have been distilled from our previous decisions in the 
area of permissible noncontrolling investments for national 
banks and their subsidiaries, are:® 

(1) the activities of the enterprise in which the investment 
is made must be limited to activities that are part of or 
incidental to the business of banking (or otherwise 
authorized for a national bank); 

(2) the bank must be able to prevent the enterprise or 
entity from engaging in activities that do not meet the 
foregoing standard or be able to withdraw its invest¬ 
ment; 

(3) the bank’s loss exposure must be limited, as a legal 
and accounting matter, and the bank must not have 
open-ended liability for the obligations of the enter¬ 
prise; and 

(4) the investment must be convenient or useful to the 
bank in carrying out its business and not a mere pas¬ 
sive investment unrelated to that bank’s banking busi¬ 
ness. 


' [Co.] continues to service the aircraft ieases. 

^ See Interpretive Letter No. 694, reprinted in [1995-1996 Trans¬ 
fer Binder] Fed. Banking L. Rep. (CCH) H 81,009 (December 13, 
1995); interpretive Letter No. 692, reprinted in [1995-1996 Transfer 
Binder] Fed. Banking L. Rep. (CCFI) 1] 81,007 (November 1, 1995); 
letter of William B. Glidden, assistant director, Legal Advisory Ser¬ 
vices Division (April 28, 1988) (unpublished) (national bank may 
own minority interest in a business trust created to provide elec¬ 
tronic data processing services). 
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Based upon the facts presented, an investment in [ ] 
\A/ould appear to satisfy these four standards. 

1. The activities of the enterprise in which the investment 
is made must be iimited to activities that are part of or 
incidentai to the business of banking (or otherwise au¬ 
thorized for a national bank). 

Our precedents on noncontrolling ownership have recog¬ 
nized that the enterprise in which the bank holds an inter¬ 
est must confine its activities to those that are part of, or 
incidental to, the business of banking.^ In the present 
case, [ ] engages In aircraft leasing, an activity permis¬ 
sible for national banks."* Thus, the first standard is satis¬ 
fied. 

2. The bank must be abie to prevent the enterprise or 
entity from engaging in activities that do not meet the 
foregoing standard or be able to withdraw its investment. 

The activities of the enterprise in which a national bank 
may invest must be part of, or incidental to, the business 
of banking not only at the time the bank first acquires its 
ownership but for as long as the bank has an ownership 
interest. This standard may be met if the bank is able to 
exercise a veto power over the activities of the enterprise, 
or is able to dispose of its interest.® 

The Amended and Restated Trust Agreement of [ ] 
(“trust agreement”) limits [ ]’s activities to aircraft leasing 
and those activities necessary to engage in aircraft leas¬ 
ing. See Sections 2.03, 2.04(a), 5.02(e). Provisions of the 
trust agreement allow any beneficial interest holder to 
bring a proceeding to set aside and enjoin the perfor¬ 
mance of any activity not required or authorized by the 
trust agreement.® Therefore, the second standard is satis¬ 
fied. 


^ See, e.g., Interpretive Letter No. 380, reprinted in [1988-1989 
Transfer Binder] Fed. Banking L. Rep. (CCH) H 85,604 n.8 (Decem¬ 
ber 29, 1986) (since a national bank can provide options clearing 
services to customers it can purchase stock in a corporation pro¬ 
viding options clearing services); letter from Robert B. Serino, 
deputy chief counsel (November 9, 1992) (since the operation of an 
ATM network is “a fundamental part of the basic business of bank¬ 
ing,” an equity investment in a corporation operating such a net¬ 
work is permissible). 

See 12 CFR Part 23 (1999). 

® See, e.g., Interpretive Letter No. 711, reprinted in [1995-1996 
Transfer Binder] Fed. Banking L. Rep. (CCH) H 81-026 (February 3, 
1996); Interpretive Letter No. 625, reprinted in [1993-1994 Transfer 
Binder] Fed. Banking L. Rep. (CCH) H 83,507 (July 1, 1993). 

® Additionally, the bank has represented that it will dispose of its 
interest in [ ] if necessary. 


3. The bank's ioss exposure must be limited, as a legal 
and aooounting matter, and the bank must not have 
open-ended liability for the obligations of the enterprise. 

a. Loss exposure from a legal standpoint 

A primary concern of the OCC is that national banks 
should not be subjected to unlimited liability. Where an 
investing bank will not control the operations of the entity 
in which the bank holds an interest, it is important that the 
national bank’s investment not expose it to unlimited liabil¬ 
ity. In the case of a [ ] business trust, a beneficial inter¬ 
est holder’s liability is limited by state law, and the trust 
agreement does not alter state law.^ Thus, the bank’s loss 
exposure for the liabilities of [ ] is limited. 

b. Loss exposure from an accounting standpoint 

A national bank that acquires a 5 percent beneficial inter¬ 
est in [ ] should account for its investment using the 
equity method of accounting. Under the equity method of 
accounting, unless the bank has extended a loan to the 
entity, guaranteed any of its liabilities or has other financial 
obligations to the entity, losses are generally limited to the 
amount of the investment shown on the investor’s books. 
Thus, the bank’s loss from an accounting perspective will 
be limited to the amount invested in [ ], and the bank 
will not have any open-ended exposure to the liabilities of 
[ ]. Therefore, the third standard is satisfied. 

4. The investment must be convenient or useful to the 
bank in oarrying out its business and not a mere passive 
investment unrelated to that bank’s banking business. 

A national bank’s investment in an enterprise or entity that 
is not a subsidiary of the bank must also satisfy the re¬ 
quirement that the investment have a beneficial connec¬ 
tion to the bank’s business, i.e., be convenient or useful to 
the investing bank’s business activities, and not constitute 
a mere passive investment unrelated to that bank’s bank¬ 
ing business. Twelve USC 24(Seventh) gives national 
banks incidental powers that are “necessary” to carry on 
the business of banking. “Necessary” has been judicially 
construed to mean “convenient or useful.”® Our prece¬ 
dents on bank noncontrolling investments have indicated 
that the investment must be convenient or useful to the 
bank in conducting that bank's business. The investment 


^ [ ] law provides that “[ejxcept to the extent otherwise pro¬ 

vided in the governing instrument of the business trust, the benefi¬ 
cial owners shall be entitled to the same limitation of personal liabil¬ 
ity extended to stockholders of private corporations for profit 
organized under the general corporation law of the State.” [ ] 

Code Ann. Tit. [ ]. 

® See Arnoid Tours, Inc. v. Camp, 472 F.2d 427, 432 (1st Cir. 
1972). 
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must benefit or facilitate that business and cannot be a 
mere passive or speculative investment.® 

A national bank’s Investment in [ ] may benefit or facili¬ 
tate that bank’s business in different ways. For example, a 
national bank’s investment in [ ] would allow the bank to 
expand its business into new areas of banking—personal 
property leasing—by accessing the expertise of those 
with years of experience in aircraft leasing. Through this 
access, the bank would gain a level of experience which 
it may, in the future, leverage for its own benefit. Moreover, 
the investment in [ ] may allow the national bank to bet¬ 
ter manage its tax liability by deferring a portion of its 
federal income tax. In doing so, the bank may be able to 
conserve cash, to improve its liquidity, and to conduct its 
banking business more efficiently. Thus, the fourth stan¬ 
dard is met. 

Supervisory Concerns 

Separate and distinct from the question of legal permissi¬ 
bility, the OCC also considers the safety and soundness 
of equity investments made by national banks.If the 
OCC determines that an investment is not safe and sound 
for a particular national bank, it can require the bank to 
take such action with respect to that investment as is 
necessary to ensure that the institution operates in a safe 
and sound manner. 

In the present case, the OCC has determined that it is not 
consistent with safety and soundness for the bank to ac¬ 
count for the investment as an asset. The nature of the 
cash flow—the bank has projeoted that it will not receive 
any actual cash flow from [ ] until at least 2016—is dis¬ 
tant and uncertain. For this reason, the bank must oharge 
off its investment in [ ] in whole as of March 31, 2000. 
Should the bank reoeive actual cash distributions from 
[ ] at some point in the future, the bank may reoognize 
these distributions as income. 


® See, e.g., Interpretive Letter No. 875 (October 31, 1999) (to be 
published); Interpretive Letter No. 543, reprinted in [1990-1991 
Transfer Binder] Fed. Banking L. Rep. (COM) H 83,255 (February 
13, 1991); Interpretive Letter No. 427, reprinted in [1988-1989 
Transfer Binder] Fed. Banking L. Rep. (CCH) D 85,651 (May 9, 
1988); Interpretive Letter No. 421, reprinted in [1988-1989 Transfer 
Binder] Fed. Banking L. Rep. (CCH) H 85,645 (March 14, 1988); 
Interpretive Letter No. 380, supra. 

Legal analysis and safety and soundness analysis are two dif¬ 
ferent inquiries. Lending by national banks provides a good anal¬ 
ogy to the present case. Making loans is clearly within a national 
bank’s legal authority. However, loans must still be prudently made. 
If they are not, they may be criticized by examiners who can require 
the bank to classify the loans as losses. 


Conclusion 

For the reasons discussed above, we conclude that the 
bank’s noncontrolling minority interest in [ ] is permis¬ 
sible, and the bank may hold this investment subject to 
the following conditions. 

1. [ ] will engage only in activities that are permissible 
for a national bank. 

2. The bank will have veto power over any activities and 
major decisions of [ ] that are inconsistent with con¬ 
dition (1) above, or will dispose of its interest in [ ] in 
the event the enterprise engages in an activity that is 
inconsistent with condition (1) above. 

3. The bank must charge off its investment in [ ] as of 
March 31, 2000. The bank may recognize income 
from its investment in [ ] only when actual cash dis¬ 
tributions are received from [ ]. 

4. [ ] will be subject to OCC supervision and examina¬ 
tion. 

Please be advised that the conditions of this approval are 
deemed to be “conditions imposed in writing by the 
agency in connection with the granting of any application 
or other request” within the meaning of 12 USC 1818 and, 
as such, may be enforced in proceedings under appli¬ 
cable law. 

This approval is granted based on a thorough review of all 
information available, including the representations and 
commitments made in the bank’s letters and by the 
bank’s representatives. If you have any further questions, 
you may contact Steven Key, attorney. Bank Activities and 
Structure Division, at (202) 874-5300, or Maria Yee-Fong, 
national bank examiner, at (818) 240-9192. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 

888—May 14, 2000 

12 use 24(7) 

Joseph R. Blelawa 

Vice President and Assistant General Counsel 

The Chase Manhattan Bank 

Legal Department 

270 Park Avenue, 39th Floor 

New York, New York 10017 

Dear Mr. Bielawa: 

This responds to your request for confirmation of the legal 
permissibility of a proposed electronic storage and re- 
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trieval system, offered to external clients, for financial and 
nonfinancial documents. Chase Bank of Texas, National 
Association, (“bank”) and its affiliates (collectively referred 
to as “Chase”)^ have developed a system to facilitate the 
conversion of Chase from a paper-based check process¬ 
ing environment to an imaged-based environment. The 
bank proposes to use the excess capacity in this special¬ 
ized system, beyond what is necessary for Chase’s inter¬ 
nal needs, to allow external clients to load, store, and 
retrieve nonfinancial and financial documents. For the rea¬ 
sons below, and based on the representations and infor¬ 
mation provided, we find that such activities are permitted 
by the National Bank Act and are consistent with prece¬ 
dent of the Office of the Comptroller of the Currency 
(OCC). 

A. Background 

Electronic imaging systems use digital technology to cap¬ 
ture, index, store, and retrieve electronic images of paper 
documents. This technology is becoming increasingly im¬ 
portant to the banking industry.^ The core technological 
system developed for the Chase imaging project, initiated 
in 1995, is the archive (the “Chase archive” or “archive”) 
which has the capability to load, store, and retrieve im¬ 
ages of checks and statements. The archive uses special 
cameras to capture images on high-speed check sorting 
image devices. This system reduces the number of times 
a check physically needs to be handled to, in most cases, 
one time, instead of 12. The Chase archive also provides 
a central repository for check images and statements and 
reduces much of the manual intervention inherent in most 
check operations. 


^ “Chase” collectively refers to the bank and nonbank subsidiar¬ 
ies of The Chase Manhattan Corporation that have benefited from 
the implementation of the conversion, primarily: The Chase Manhat¬ 
tan Bank, New York, NY; Chase Manhattan Bank USA, N.A., 
Wilmington, DE; Chase Manhattan Private Bank, N.A., Tampa, FL; 
Chase Manhattan Bank and Trust Company, N.A., Los Angeles, CA; 
Chase Manhattan Bank Delaware, Wilmington, DE; and Chase Bank 
of Texas San Angelo, N.A. 

^ See, generally, OCC Bulletin 94-8 (January 27, 1994); Interpre¬ 
tive Letter No. 805, reprinted in [1997-1998 Transfer Binder] Fed. 
Banking Law. Rep. (CCH) 1 ] 81-252 (October 9, 1997). Moreover, 
imaging may become even more central. P. Murphy, “Top Ten Tech¬ 
nology Trends," Bank Director {Fourth Quarter, 1998). The banking 
industry may develop a system of electronic check presentment 
based in part upon imaging technology. See, e.g., S. Marjanovic, 
"Bank Group Chases Dream of Paperless Checking," The American 
Banker {December 8, 1998). Imaging technology may also be used 
to enhance the efficiency of lock-box services and other cash man¬ 
agement services offered to corporate clients. See, e.g., A. Keeton, 
"Bank of America Going Paperless on Payments," The Wall Street 
Journa/(November 1, 1999). 


1. Design of the Chase Archive 

In designing the system, the project's technology supplier 
recommended a system running on massively parallel 
computers, utilizing large scale robotic tape systems and 
high feature/functionality disk systems so that Chase’s ca¬ 
pacity and performance requirements would be 
matched.^ The computer platform was selected because 
of the volume of checks processed by Chase on a daily 
basis and the peak demand nature of that processing that 
compresses operational timeframes. 

Even though the archive comprises one logical system, 
the archive is designed to perform the following three dis¬ 
tinct functions: 

• Loading—Activities involved with receiving, loading 
and accounting for all the various load files from mul¬ 
tiple sources. 

• Storing—The storage and maintenance (including sys¬ 
tem backups) of the images and data. 

• Retrieving—The on-line and batch retrieval of the 
stored items. 

Each of these functions has its own configuration needs 
that had to be considered in designing a system to ac¬ 
commodate Chase’s processing needs during peak peri¬ 
ods. While a certain configuration may have created 
sufficient capacity for one function, when mixed with the 
configuration needs of the other two functions, additional 
capacity of a function had to be added to obtain the 
overall required performance. Thus, the bank asserts that 
retained excess capacity was unavoidably created in 
meeting Chase’s image processing needs. 

In determining the mix of configuration needs, it was de¬ 
cided that all three functions would take place across a 
[ ] period, with each function occupying approximately 
[ ]. The design point became the ability to load a day’s 
work within [ ] at [ ] ( ) percent utilization, thus allow¬ 

ing sufficient time for unforeseen errors and delays in 
processing.'* 


® This platform consists of computers (repackaged into a modular 
unit to be connected in frames). The frame sits upon a high-speed 
switch, which allows the processors to communicate with each 
other and for systems within multiple frames to communicate with 
each other. While each system acts independently, together they 
comprise one logical system, i.e., massively parallel. 

The [ ] ( ) percent utilization factor is a standard system 

practice of building in an idle capacity buffer because it provides 
for a more efficient design than one that operates at 100 percent 
capacity. The buffer allows the system to accommodate spikes in 
activity as well as growth in usage without adding additional hard¬ 
ware. It also serves to minimize the risks to the bank's substantial 
capital investment in the archive, the bank’s check processing abil- 
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With regard to load capacity, once it was decided that the 
design point was the ability to load a day’s work in [ ] at 
[ ] ( ) percent utilization, the appropriate hardware nec¬ 
essary to accommodate the load during peak periods of 
late evening and early morning was selected. This capac¬ 
ity power far exceeds the processing power that is re¬ 
quired during the rest of the day, leaving excess capacity 
in the archive’s loading function every day when it is idle 
or significantly underutilized. 

On storage capacity, the Chase archive has both disk and 
tape storage in order to handle the differing storage 
needs of the particular client or application.® Disk-based 
systems permit retrievals in subseconds, but are more 
expensive. Conversely, tape-based retrievals occur in 
seconds, but are less costly. Thus, the archive is de¬ 
signed to provide the most appropriate mix of disk and 
tape storage. 

A significant amount of disk capacity is necessary to pro¬ 
cess the load files that are transmitted to the archive by 
Chase.® Cnee the files arrive, they are copied to the disk 
and then loaded to magnetic tape for long-term storage. 
Cnee the files are loaded, they are deleted from the disk. 
This activity occurs during peak load time; the rest of the 
time this disk storage capacity remains idle and sits 
empty. 

Thus, for long-term storage, the archive also uses multiple 
automated tape silos, containing up to 6,000 high capac¬ 
ity tape cartridges and up to 40 tape drives or transports 
and a robot arm that retrieves requested tapes and loads 
them into an available drive.^ The amount of tape storage 


ity, and the Chase franchise/brand should the project fail. Image 
processing is contingent upon all of the bank’s daily processing; 
i.e., as checks are received they must be prepared for capture, 
then captured, then balanced before the resulting files can be re¬ 
leased. Because the Chase archive is at the “end of the line,” any 
and all delays in the process will impact the “start" time for the load 
process. Hence, the design point was for the archive always to be 
in a position to accommodate both the day to day volume changes 
and the normal processing delays. 

® For example, checks may be stored on tape for six months 
while statements may be stored on disk for one year. 

® Disk technology provides the highest levels of speed, protec¬ 
tion, redundancy, and intelligence in the market place. It is particu¬ 
larly suitable for special functions. For example, the archive uses 
disk storage for the following: storage of the operating system, 
languages, and utilities; storage of the archive index data base; 
temporary working space to load transmitted image files; and tem¬ 
porary storage for those images that require a high-speed retrieval 
rate for a short period such as: exception items required to be 
dispositioned on Day Two, non-sufficient funds (NSFs), large item 
review, stop payments. 

^ A typical configuration would be eight tape drives to a silo and 
three silos to an archive. Each silo is operated by one internal robot 
with two hands that retrieve and load tapes as directed. 


capacity is not solely determined by the amount of infor¬ 
mation to be stored. The determining factor is the speed 
of information retrieval from the tapes during peak times.® 
The bank needs to have sufficient tape drives available to 
handle the volume during peak times, thus creating the 
excess capacity. 

2. (Ise of the Chase Archive 

The capacity of the archive’s retrieval functions was dic¬ 
tated upon the ability to process checks during peak re¬ 
trievals. As mentioned above, this resulted in excess 
storage capacity. For every year the bank uses the 
archive, it will only consume 7 percent of its total capacity. 
At the end of seven years, the bank will have only con¬ 
sumed half of the available capacity. 

While the Chase archive was designed primarily to handle 
the 12 million checks Chase currently processes, the 
bank discovered that the archive has the ability to load, 
store, and retrieve any document. The systems and tech¬ 
nology were insensitive to the size or type of images and 
could load, store, and retrieve virtually any document, in¬ 
cluding blueprints, data files, and computer reports, in 
addition to checks. The bank considered that this compe¬ 
tency, coupled with the immense capacity of the archive, 
created an opportunity to realize more fully the potential 
value of the system. After polling both internal and exter¬ 
nal clients, the bank determined that there was a market 
for the archive’s services and began offering the archive 
services to other Chase business units for purposes other 
than check processing. Currently, 10 Chase units use the 
system, with 11 others in process of implementation. The 
bank also began marketing the archive’s services, known 
as “l-Vault,” to external clients for the storage and retrieval 
of financial documents. However, excess capacity still re¬ 
mains even after this expanded deployment of l-Vault. 

The bank reports that limiting l-Vault’s usage to financial 
documents has impaired its ability to market effectively 
l-Vault’s services externally because it prevents the bank 
from promoting and providing l-Vault’s maximum potential 
value to customers, i.e., its capacity to load, store, and 
retrieve any document, not just financial documents. The 
bank has found that limiting its processing to financial 


® A robot arm can only service a limited number of requests 
within an hour. In the Chase archive, the ratio between robotic arms 
and tape drive is one to eight. This means that for every eight 
drives, there is one robot, which equates to one silo. This configu¬ 
ration leaves a tape capacity of 5,500 cartridges per silo. The total 
number of drives deployed is 40, which equates to five robots and 
silos. This ratio is necessary to accommodate check retrievals dur¬ 
ing peak times and high volume spikes. During these times, most of 
the drives are utilized. At other times, there is significant unused 
retrieval capacity when the drives are underutilized, significantly 
underutilized, or completely idle. 
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documents has confused customers because there is no 
“bright iine” as to what wouid qualify as a financiai docu¬ 
ment for purposes of l-Vauit. In many cases, the financial 
or nonfinancial nature depends on the context in which 
the document is generated. Customers have indicated 
that there would be more demand for l-Vault services if it 
could provide a complete solution to their document stor¬ 
age and retrieval needs. As a result, some interested cus¬ 
tomers ultimately decided against relying upon l-Vault for 
their storage and retrieval needs. Consequently, the bank 
believes that unless the l-Vault services are expanded to 
include non-financial documents and data, it will be un¬ 
able to obtain full economic value from its investment in 
the archive. 

The bank expects that 90 to 95 percent of the customers 
that would use l-Vault for nonfinancial documents would 
be existing Chase customers. It commits that any new 
customers would be screened pursuant to “know your 
customer” standards. The bank also commits that the 
contract for l-Vault services would contain provisions pro¬ 
hibiting the storage of illegal materials and limiting the 
bank’s liability. The addition of external customers also 
would not conflict with the bank’s ability to meet its pro¬ 
cessing demands during peak periods. Prior to accepting 
a client’s storage business, the bank would analyze the 
client’s requirements to ensure that they would not conflict 
with Chase’s needs. If an external client’s needs could not 
be managed within Chase’s timeframes, the bank would 
not accept the client. Finally, the bank has committed to 
take a number of measures to ensure that the integrity of 
the bank documents stored in the archive would not be 
comprised by the addition of more external documents. 
The bank would permit customer encryption of stored 
data to assure privacy and security,® and would provide 
appropriate firewall and password security to the archive. 

B. Discussion 

The National Bank Act provides that national banks shall 
have the power: 

[t]o exercise. . .all such incidental powers as shall be 
necessary to carry on the business of banking; by dis¬ 
counting and negotiating promissory notes, drafts, bills 
of exchange, and other evidences of debt; by receiv¬ 
ing deposits; by buying and selling exchange, coin, 
and bullion; by loaning money on personal security; 
and by obtaining, issuing, and circulating notes . . . 

12 use 24(Seventh). 


® Customers would encrypt the images at capture prior to provid¬ 
ing them to the bank. The bank wouid not have the decryption key 
and would be unable to view the images. Customers would be 
responsible for the distribution and security of access at their loca¬ 
tions. 


The Supreme Court has expressly held that the “business 
of banking” is not limited to the enumerated powers in 12 
use 24(Seventh), but encompasses more broadly activi¬ 
ties that are part of the business of banking. See 
NationsBank of North Carolina, N.A. v. Variable Life An¬ 
nuity Co., 115 S. Ct. 810, 814 n.2 (1995) (VALIC). The 
VALiC decision further established that banks may en¬ 
gage in the activities that are incidental to the enumerated 
powers as well as the broader “business of banking.” 

Prior to VALIC, the standard that was often considered in 
determining whether an activity was incidental to banking 
was the one advanced by the First Circuit Court of Ap¬ 
peals in Arnold Tours, Inc. v. Camp, 472 F.2d 427 (1st Cir. 
1972) ("Arnold Tours’). The Arnold Tours standard de¬ 
fined an incidental power as one that is “convenient or 
useful in connection with the performance of one of the 
bank’s established activities pursuant to its express pow¬ 
ers under the National Bank Act.” Arnold Tours at 432 
(emphasis added). Even prior to VALIC, the Arnold Tours 
formula represented the narrow interpretation of the “inci¬ 
dental powers” provision of the National Bank Act. OCC 
Interpretive Letter No. 494 (December 20, 1989). The 
VALIC decision, however, has established that the Arnold 
Tours formula provides that an incidental power includes 
one that is convenient and useful to the “business of 
banking,” as well as a power incidental to the express 
powers specifically enumerated in 12 USC 24(Seventh). 

1. Permissible Imaging Services 

The providing of electronic imaging of financial and 
nonfinancial documents for the bank and its internal cli¬ 
ents are legally permissible under 12 USC 24(Seventh). 
The provision of electronic imaging and retrieval services 
to banks and other financial institutions is clearly part of 
the business of banking.^® Many banks and financial insti¬ 
tutions use and are developing a competency in elec¬ 
tronic imaging systems to process and store their 
documents efficiently.^^ 


See Interpretive Letter No. 805, supra (business of banking 
includes providing electronic imaging services for other banks and 
financial institutions). 

" See, e.g., OCC Bulletin 94-8, supra, and remarks of Comptrol¬ 
ler Eugene A. Ludwig before the Women in Housing and Finance 
Technology Symposium (December 4, 1996). Changes in technol¬ 
ogy require banks to develop new core competencies that, in time, 
can become part of an expanded business of banking. See Condi¬ 
tional Approval No. 267 (January 12, 1998) (acting as a certification 
authority is part of the business of banking because it involves an 
exercise of the core competence of verifying the identity of a 
sender of an electronic message). Moreover, banks already have a 
core competence in safekeeping of items and documents. Id. Cf. 
Colorado Natl Bank v. Bedford, 310 U.S. 41 (1949). Sometime in 
the future, banks may well develop such a high degree of compe¬ 
tence in the processing, storage, and retrieval of images, in order 
to support new approaches to payments processing, that imaging 
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Likewise, the marketing of l-Vault to nonfinancial institution 
customers to load, store, and retrieve financial documents 
Is legally permissible. In a variety of contexts, the OCC 
has concluded that providing banking or financial 
recordkeeping services to customers either directly or by 
means of electronic technology Is part of the business of 
banking.More specifically, OCC has found that provid¬ 
ing image processing services to non-banks for financial 
data and documents is part of the business of banking.''^ 

Finally, OCC has also found that, as a permissible inci¬ 
dental activity, national banks may market good faith ex¬ 
cess capacity in their imaging processing equipment to 
nonfinancial institutions for use in processing nonfinancial 
data and documents.Thus, the core issue here is 
whether the bank’s archive has good faith excess capac¬ 
ity. For the reasons below, we conclude that the bank's 
proposal to expand l-Vault’s product offering to include 
the electronic loading, storage, and retrieval of 
nonfinancial documents for nonfinancial institutions in¬ 
volves the marketing of good faith excess capacity. 

2. Test for Good Faith Excess Capacity 

The OCC and the courts have long held that if a bank 
acquires excess capacity in good faith to meet the needs 
of the bank or its customers, the bank may use the ex¬ 
cess capacity profitably even though the specific activities 
involving the excess capacity are not, themselves, part of 
or Incidental to the business of banking. This doctrine has 
been applied to excess capacity in real estate,^® elec¬ 


processing and storage may become part of the business of bank¬ 
ing. See footnofe 2, supra. 

See Interpretive Letter No. 856, reprinted in [1998-1999 Trans¬ 
fer Binder] Fed. Banking L. Rep. (CCH) H 81-313 (March 5, 1999) 
(data set storage and retrieval functions when provided by a na¬ 
tional bank in conjunction with Internet and payment services to 
small business customers is part of the business of banking); Con¬ 
ditional Approval No. 282 dated July 31, 1998 (national bank’s stor¬ 
age and retrieval of information relating to billing and payment pro¬ 
cessing services that it would be providing to the health care 
industry is part of fhe business of banking; Interpretive Letter No. 
836, reprinted in [1998-1999 Transfer Binder] Fed. Banking L. Rep. 
(CCH) H 81-290 (March 12, 1996) (national bank’s storage, pro¬ 
cessing, and retrieval of documents in conjunction with payment 
processing services it would be providing to hospitals and physi¬ 
cians was legally permissible; Interpretive Letter No. 653, reprinted 
in [1994-1995 Transfer Binder] Fed. Banking L. Rep. (CCH) 
H 83,601 (Dec. 22, 1994) (national bank authorized to keep finan¬ 
cial and other records of its customers’ sales and disbursements 
arising from finder banking services provided by the bank). 

Interpretive Letter No. 805, supra. 

id. 

^®See Brown v. Schleier, 118 F. 981, 984 (8th Cir. 1902), aff’d, 
194 U.S. 18 (1904); Wingertv. First National Bank, 175 F. 739 (4th 
Cir. 1909); Perth Amboy National Bank v. Brodsky, 207 F. Supp. 
785, 788 (S.D.N.Y. 1962); and unpublished letter from Comptroller 
James J. Saxon, dated February 16, 1965. 


tronic facilities,^® and non-electronic facilities.Further, 
this doctrine applies to the acquisitions of companies as 
well as equipment and facilities.^® 

The excess capacity doctrine recognizes that a bank ac¬ 
quiring an asset in good faith to conduct its banking busi¬ 
ness should, under Its Incidental powers, be permitted to 
make full economic use of the acquired property if use of 
the property for purely banking purposes would leave the 
property underutilized. The underlying rationale is essen¬ 
tially that of avoidance of economic waste. The market 
price of the acquired property necessarily reflects its po¬ 
tential full economic use and if a bank cannot obtain that 
full economic value from owning the property, the bank 
would incur economic waste and could be unable to pur¬ 
chase the property it needs for its banking business. 
Thus, in the leading case of Brown v. Schleier, supra, the 
court observed: 

Nor do we perceive any reason why a national bank, 
when It purchases or leases property for the erection of 
a banking house, should be compelled to use it exclu¬ 
sively for banking purposes. If the land which it pur¬ 
chases or leases for the accommodation of Its busi¬ 
ness Is very valuable. It should be accorded the same 
rights that belong to other land owners of improving it 
in a way that will yield the largest Income, lessen its 
own rent, and render that part of its funds which are 
invested in realty most productive. 

Similarly, the OCC has said regarding excess computer 
capacity: 

If a bank . . . has legitimately acquired data processing 
equipment with excess capacity, it need not allow the 
excess capacity to go unused. Thus, the bank . . . may, 
Incident to its legitimate acquisition of that equipment, 
sell the excess time even where the data processing 


Interpretive Letter No. 742, reprinted in [1996-1997 Transfer 
Binder] Fed. Banking L. Rep. (CCH) 81-106 (August 19, 1996) 
(excess capacity in Internet access); Interpretive Letter No. 677, 
reprinted in [1994-1995 Transfer Binder] Fed. Banking L. Rep. 
(CCH) H 83,625 (June 28, 1995) (excess capacity in software pro¬ 
duction and distribution); unpublished letter from William Glidden, 
dated June 6, 1986 (excess capacity in electronic security system); 
unpublished letter from Stephen Brown, dated December 20, 1989 
(excess capacity in long line communications); and 12 CFR 7.1019. 

Unpublished letter from Mary Wheat, dated April 7, 1988 (ex¬ 
cess capacity in acquired printing equipment); unpublished letter 
from William Glidden, dated July 11, 1989 (excess capacity in mes¬ 
senger services); and unpublished letter from Peter Liebesman, 
dated December 13, 1983 (excess capacity in mail-sorting ma¬ 
chine). 

See Interpretive Letter No. 811 reprinted in [1997-1998 Trans¬ 
fer Binder] Fed. Banking L. Rep. (CCH) 1 ] 81-259 (December 18, 
1997) (excess capacity in printing company). See aiso OCC Inter¬ 
pretive Letter No. 677, supra. 
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services thus sold will not be data processing functions 
which are, of themselves, part of the business of bank¬ 
ing. This allows a bank ... to lower its costs of per¬ 
forming those data processing services which [are part 
of the banking business, thus making its] banking busi¬ 
ness more profitable and competitive. 

Unpublished letter from Peter Liebesman, dated Decem¬ 
ber 13, 1983 (hereinafter: the “Liebesman letter”). 

In its excess capacity letters, the OCC has recognized 
that good faith excess capacity can arise for several rea¬ 
sons. First, the excess capacity may be unavoidable 
where “due to the characteristics of the [desired equip¬ 
ment or facilities] available on the market, the capacity of 
the most practical optimal equipment [or facilities] avail¬ 
able to meet the bank’s needs may also exceed its pre¬ 
cise needs.” Interpretive Letter No. 742, supra.^^ Second, 
with equipment, this can occur because the equipment is 
not marketed in a size that meets the specific needs of 
the bank. Third, the retention of excess capacity may also 
be necessary for future expansion or to meet the ex¬ 
pected future needs of the bank.^° Finally, the excess 
capacity may be needed to meet situations of fluctuating 
need for capacity because a bank engages in batch pro¬ 
cessing of transactions or because the demand for the 
underlying services fluctuates so that the bank must have 
capacity to meet peak period demand, but consequently 
has periods when the capacity is underutilized.^^ 

Based upon the discussion above, we find that the bank 
acquired the excess capacity of the Chase archive in 
good faith. The excess capacity resulted from the devel¬ 
opment and acquisition of the most practical and optimal 
equipment that would meet the bank’s precise check pro- 


See also, Liebesman letter, supra, unpublished letter from 
Mary Wheat, dated April 7, 1988; and unpublished letter from Will¬ 
iam Glidden, dated June 6, 1986. 

Interpretive Letter No. 677, supra-, and unpublished letter from 
Stephen Brown, dated December 20, 1989. 

Interpretive Letter No. [883] (March 3, 2000) (to be published) 
As noted in the preamble to the first OCC Interpretive Rule recog¬ 
nizing the excess capacity doctrine for technological activities, 
“banks must have the data processing capacity (equipment and 
manpower) to handle peak volumes within narrow time limits 
and. . . , accordingly, the equipment and personnel may be 
underutilized at certain times.” 39 Fed. Reg. 14192 at 14193. See 
also, unpublished letter from Donald Melbye (August 4, 1978). The 
Federal Reserve Board, in considering amendments to its regula¬ 
tion on data-processing activities by bank holding companies simi¬ 
larly observed: “The record of this proceeding shows that data 
processors that process time-sensitive data must maintain sufficient 
capacity to meet peak demand. .. . Excess capacity necessarily 
results from these requirements, and the sale of excess capacity is 
necessary to reduce costs and remain competitive.” 47 Fed. Reg. 
37368 (Aug. 26, 1982) 


cessing needs that have a significant peak demand char¬ 
acter. The archive’s excess capacity arises from the dis¬ 
tinct requirements for the load, store, and retrieve 
functions to operate during peak periods. While each 
function may require less capacity on its own, the combi¬ 
nation of all three in the archive necessitates additional 
capacity to counteract another function’s peculiarities. 

The bank’s ability to offer l-Vault services to external ous- 
tomers is based solely on the existence of the archive. 
The expected revenue from offering l-Vault services to 
external oustomers for both financial and nonfinancial 
documents would not in and of itself have justified the 
bank’s substantial investment in the archive. The primary 
benefits to the bank from the arohive result from the effi¬ 
ciencies gained in check processing. The bank would not 
have made the investment in the archive solely to provide 
electronic document storage and retrieval to its oustom¬ 
ers. 

Based on the above, it is clear that the excess capacity of 
the Chase arohive was aoquired in good faith to conduct 
its banking business and to accommodate future banking 
needs. The capaoity of the platform oreated was the result 
of a oomplex equation that had to match processing abil¬ 
ity and storage capacity during standard and peak times 
and to acoount for unforeseen spikes in volume and pro¬ 
cessing delays. The bank developed its unique platform 
as the most praotical and optimal solution that could have 
been acquired to meet its check processing needs. 

The bank would not signifioantly increase any business 
risks as a result of this proposal. It inours similar risks in 
conneotion with other eleotronic services it provides to 
customers including: information reporting, account rec¬ 
onciliation, remittance banking data transmission, investor 
reporting, home banking, among others. Finally, the bank 
has procedures in place to ensure that teohnology risks 
are managed in accordance with OCC Bulletin 98-3 (Feb¬ 
ruary 4, 1998) regarding technology risk management. 

C. Conclusion 

As the bank has acquired the excess capacity in good 
faith and use of the bank archive for purely banking pur¬ 
poses leaves the property underutilized, we conclude that 
the bank is permitted, under its incidental powers, to 
make full eeonomio use of the acquired property. The 
bank would aocomplish this by including the loading, stor¬ 
age, and retrieval of non-finanoial documents for external 
customers. This result would be consistent with the ratio¬ 
nale behind the excess capacity doctrine, which is the 
avoidance of eoonomio waste. 

We, therefore, confirm that it is legally permissible for the 
bank to use the retained excess capacity of its archive, 
developed in good faith as detailed above, to permit ex- 
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ternal customers to load, store, and retrieve nonfinancial 
as well as finanoial documents. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 

889—April 24, 2000 

12 use 24(7) 

Dear [ ]: 

This is in response to your letters of December 21, 1999, 
and February 17, 2000, requesting confirmation that sev- 
erai national banks (“banks’’)^ may acquire indirectly 
through Star Systems, Ino. (“Star”), noncontrolling equity 
investments in Bank Network Services, Inc. (“BNS”), a 
newly formed Illinois corporation that will provide online 
seourities trading and related servioes. The banks cur¬ 
rently are noncontrolling investors in Star, an electronic 
funds transfer (“EFT”) network, that plans to acquire a 
one-third interest in BNS. Banks wish to continue as 
noncontrolling investors in Star after its investment in 
BNS.® For the reasons set forth below, the banks may 
acquire and hold the indirect noncontrolling equity invest¬ 
ments in BNS, in the manner and as described herein. 

A. Background 

Star is a Delaware corporation formed in 1999 by the 
merger of Star System, Inc., San Diego, California, a Cali¬ 
fornia nonprofit mutual benefit corporation, and Honor 
Technologies, Inc., a Delaware stock corporation head¬ 
quartered in Maitland, Florida. The general activities of 
Star are to develop, operate, manage, and market to fi¬ 
nancial institutions, processors, retailers, and consumers, 
products and processing services for transactions con¬ 
ducted at electronic terminal devices. Banks’ noncontrol¬ 
ling investment in Star has been previously approved by 
the OCC.® 


^ The national banks joining in this request are [ ]; [ ]; [ ]; 

and [ ]. 

^ Certain bank holding companies that own equity interests in 
Star have filed a comparable application with the Board of Gover¬ 
nors of the Federal Reserve System (“the Board”) pursuant to sec¬ 
tion 4(c)(8) of the Bank Holding Company Act, 12 USC 1843(c)(8), 
and the Board's Regulation Y, 12 CFR 225.23. You supplied the 
OCC with a copy of that application and incorporated it by refer¬ 
ence in your request letter. Accordingly, this letter relies in part 
upon facts and representations contained in that application. The 
Board approved the application by order dated February 18, 2000. 

^ For a more detailed description of the structure and operations 
of Star, as well as the permissibility of banks’ investment in Star, see 
OCC Interpretive Letter No. 854 (February 25, 1999) (“Star 1999 
letter”). 


BNS is a newly formed Illinois corporation headquartered 
in Chicago, Illinois. BNS intends to provide retail broker¬ 
age services, lending, and insurance-related services us¬ 
ing the Internet to clients who have financial accounts with 
participating financial institutions. Financial institutions 
seeking to participate in BNS will be required to sign a 
participation agreement with BNS. Each participating fi¬ 
nancial institution will be able to choose among the ser¬ 
vices to be offered to its account holders, which will 
include, among others: (i) publicly traded equities; (ii) 
third-party mutual funds; (iii) options; and (iv) proprietary 
asset allocation, fund selection, and investment monitor¬ 
ing support tools. BNS expects to offer such services 
through various account types including: (i) individual bro¬ 
kerage accounts; (ii) various types of individual retirement 
accounts; (iii) custodial accounts; and (iv) margin 
accounts."* 

BNS clients will access the BNS online brokerage service 
primarily through the Internet. Account sign-up may be 
accomplished online through the Internet or through ac¬ 
count applications coordinated by the participating finan¬ 
cial institution. Client access to the BNS brokerage Web 
site may be facilitated through the use of a hyperlink from 
the financial institution’s own Web pages (e.g., from an 
electronic banking platform)® or through links to and from 


The participating financial institutions will not hold the BNS cli¬ 
ent accounts directly and BNS will not be a clearing broker for the 
financial institutions. The accounts of BNS clients will belong to and 
be the responsibility of BNS, a registered broker-dealer under the 
federal securities laws. 

® The OCC has found that national banks may, as part of the 
finder authority (see 12 CFR 7.1002), establish hyperlinks between 
a bank’s retail Web pages and the Web pages of third parties. See, 
e.g., Conditional Approval No. 347 (January 29, 2000) (chartering 
AeroBank.com to deliver products and services to customers 
through a variety of electronic delivery channels, including the 
Internet); Interpretive Letter No. 875 (October 31, 1999) (national 
bank may operate a “virtual mall”; i.e. a bank-hosted set of Web 
pages with various links to third-party Web sites offering a range of 
financial and nonfinancial products and services). 

The OCC previously has indicated that it expects national banks 
offering these hyperlinks to take reasonable steps to clearly distin¬ 
guish between products and services that are offered by the bank 
and those offered by a third party or bank affiliate. Bank customers 
should be able to identify when they are dealing with the bank itself 
and when they are dealing with another party. In general, the bank 
should indicate that it does not provide, endorse, or guarantee any 
of the products or services available through the third party Web 
pages. For links to pages that provide nondeposit investment prod¬ 
ucts, the disclosures also should alert customers to risks associ¬ 
ated with these products, for example, by stating that the products 
are not insured by the FDIC, are not a deposit, and may lose value. 
Further, banks have responsibility for the appropriate placement of 
disclosures via electronic means on their Web page(s). See, e.g., 
OCC Bulletin 98-31 (July 30, 1998) (“Guidance on Electronic Finan¬ 
cial Services and Consumer Compliance”). The CCC will continue 
to work with banks as these aspects of electronic commerce and 
the Internet develop. 
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other Web sites, such as those of Star. In this way, partici¬ 
pating financial institutions will assist in the promotion and 
marketing of BNS services and will earn fees and other 
revenues for their services. BNS also will provide market¬ 
ing materials and marketing support for its participating 
financial institutions. 

BNS will be registered as a broker dealer with the Securi¬ 
ties and Exchange Commission ("SEC”) pursuant to sec¬ 
tion 15 of the Securities and Exchange Act of 1934® and 
under all applicable state broker-dealer laws.^ It also will 
be a member of the National Association of Securities 
Dealers, Inc. (“NASD”).® As a registered broker-dealer, 
BNS will be subject to substantial regulatory requirements 
under the federal securities laws, applicable state laws, 
and the rules of the NASD.® 

B. Analysis 

A national bank may engage in activities that are part of 
or incidental to the business of banking by means of an 
operating subsidiary.^® In a variety of circumstances, the 
OCC has permitted national banks to own, either directly, 
or indirectly through an operating subsidiary, a noncontrol¬ 
ling interest in an enterprise.^^ The OCC has concluded 
that national banks are legally permitted to make a 
noncontrolling investment in a company provided four cri¬ 
teria or standards are met.^® These standards, which have 
been distilled from our previous decisions in the area of 
permissible noncontrolling investments for national banks 
and their subsidiaries, are: 

(1) The activities of the enterprise in which the investment 
is made must be limited to activities that are part of, 
or incidental to, the business of banking (or otherwise 
authorized for a national bank). 

(2) The bank must be able to prevent the enterprise from 
engaging in activities that do not meet the foregoing 
standard, or be able to withdraw its investment. 


® 15 use 78 et seq. 

^ For example, BNS states it will register as a broker-dealer in 
Illinois. 

® See, e.g., “Internet Guide for Registered Representatives” (Feb. 
13, 1998) (guidance issued by NASD Regulation, Inc., to make 
members aware of compliance requirements and potential liabilities 
applicable to brokerage activities over the Internet). 

® BNS represents it also will obtain any other permits or registra¬ 
tions, including insurance licenses, as may be required for its other 
business activities. 

12 CFR 5.34. 

” See, e.g.. Conditional Approval Letter No. 219 (July 15, 1996). 

See Interpretive Letter No. 692 (November 1, 1995); Interpre¬ 
tive Letter No. 694 (December 13, 1995). 


(3) The bank’s loss exposure must be limited, as a legal 
and accounting matter, and the bank must not have 
open-ended liability for the obligations of the 
enterprise. 

(4) The investment must be convenient or useful to the 
bank in carrying out its business and not a mere pas¬ 
sive investment unrelated to that bank’s banking 
business. 

We conclude, as discussed below, that the banks’ invest¬ 
ment in Star will continue to satisfy these four criteria upon 
Star’s acquisition of a one-third interest in BNS. 

1. The activities of the enterprise in which the investnnent 
is made must be limited to activities that are part of, or 
incidentai to, the business of banking (or otherwise au¬ 
thorized for a national bank). 

The National Bank Act, in relevant part, provides that na¬ 
tional banks shall have the power: 

[t]o exercise ... all such incidental powers as shall be 
necessary to carry on the business of banking; by dis¬ 
counting and negotiating promissory notes, drafts, bills 
of exchange, and other evidences of debt; by receiv¬ 
ing deposits; by buying and selling exchange, coin, 
and bullion; by loaning money on personal seourlty; 
and by obtaining. Issuing, and ciroulating notes . . . 

The Supreme Court has held that this powers olause of 12 
use 24(Seventh) is a broad grant of power to engage in 
the business of banking, which is not limited to the five 
enumerated powers. Eurther, national banks are autho¬ 
rized to engage in an activity if it is incidental to the per¬ 
formance of the enumerated powers In seotlon 
24(Seventh) or If It is incidental to the performance of an 
activity that is part of the business of banking.^® Since 
national banks must be able to make use of modern tech¬ 
nology in performing their business, the OCC s Interpre¬ 
tive Ruling 7.1019 permits national banks to “perform, 
provide, or deliver through electronic means and facilities 
any activity, function, product, or service that [they are] 
otherwise authorized to perform, provide, or deliver.”^^ 

The general activities of BNS will be to provide retail bro¬ 
kerage services, lending, and insurance-related services 
using the Internet to clients who have financial accounts 
with participating financial institutions. The OCC has al¬ 
ready found that all of the specific activities in which BNS 
will engage are permissible for national banks. Accord¬ 
ingly, this letter will only desoribe briefly the various activi- 


NationsBank of North Carolina, N.A. v. Variable Annuity Life 
Ins. Co., 513 U.S. 215 (1995). 

12 CFR 7.1019. 


Quarterly Journal, Vol. 19, No. 3, September 2000 77 




ties in which BNS will engage, with citations to OCC 
precedent for each activity. Please refer to the cited pre¬ 
cedents for a more complete discussion of the legal au¬ 
thority for each activity. 

As described in your proposal, the activities are as 
follows: 

i. Buying and selling securities on an agency or riskless 
principal basis. 

ii. Investing and trading as principal in bank eligible 
securities.^® 

iii. Underwriting and dealing in bank eligible securities, 
including obligations of the United States, and securi¬ 
ties of states and political subdivisions which meet 
the definition of general obligation securities as de¬ 
fined by the OCC.^^ 

iv. Engaging in making, purchasing, selling, servicing, or 
warehousing loans or other extensions of credit, or 
interests therein, for its own account or for the ac¬ 
count of others, including credit card loans. 

V. Buying, selling, and otherwise dealing in mort¬ 
gages.^® 

vi. Providing insurance-related activities.®® 

vii. Providing investment and financial advisory 
services.®^ 


See Interpretive Letter No. 647 (April 15, 1994); Interpretive 
Letter No. 622 (April 9, 1993); Interpretive Letter No. 626 (July 7, 
1993); Interpretive Letter No. 371 (June 13, 1986). 

See 12 use 24(Seventh); 12 CFR Part 1; Interpretive Letter No. 
652 (September 13, 1994). 

12 CFR 1.2(b); see 12 USC 24(Seventh); 12 CFR Part 1. 

See Interpretive Letter No. 852 (December 11, 1998). 

See letter from J. Michael Shepherd, senior deputy comptroller 
for Corporate and Economic Programs (January 11, 1990). 

See 12 CFR 7.1002. BNS may engage in insurance-related 
“finder” activities and receive a fee for these activities. These activi¬ 
ties may include bringing together a potential purchaser of insur¬ 
ance and the seller of insurance by making inquiries as to interest, 
introducing or arranging meetings of inferested parties, and other¬ 
wise bringing parties together for a transaction that the parties 
themselves negotiate and consummate. See, e.g., Corp. Dee. No. 
99-38 (October 29, 1999); Interpretive Letter No. 824 (February 27, 
1998); Cond. Approval No. 221 (December 4, 1996). BNS contem¬ 
plates that another party will act as an insurance agent or broker 
and actually conduct the insurance sales transactions, however, 
BNS represents it will comply with state insurance licensing and 
other requirements, as applicable. Further, to the extent BNS en¬ 
gages in any insurance activity subject to provisions in the Gramm- 
Leach-Bliley Act (Pub. L. No. 106-102, 113 Stat. 1338 (November 
12, 1999)), or regulations promulgated thereunder, BNS represents 
it will conform and conduct its activities as required. 

See Interpretive Letter No. 668 (April 27, 1995). 


viii. Engaging in securities brokerage services, related se¬ 
curities credit, and related activities including invest¬ 
ment advice, both separately and combined.®® 

ix. Providing cash management services.®® 

Accordingly, the activities in which Star will engage, upon 
its acquisition of BNS, are permissible for national banks. 
Thus, the first standard is satisfied. 

2. The banks must be able to prevent the enterprise 
from engaging in activities that do not meet the forego¬ 
ing standard, or be able to withdraw their investment. 

This is an obvious corollary to the first standard. It is not 
sufficient that the entity’s activities are permissible at the 
time a bank initially acquires its interest; they must also 
remain permissible for as long as the bank retains an 
ownership interest. 

As previously determined by the OCC, banks have the 
ability to withdraw their investments in Star should Star 
engage in activities that are impermissible for a national 
bank in which to invest.®'* By-laws governing Star provide 
that shareholders have the right to transfer their shares to 
other shareholders or to Star itself. Shares may also be 
transferred to non-shareholder depository institutions or 
depository institution holding companies, subject to a 
right of first refusal on the part of other shareholders and 
Star. The by-laws also recognize that a shareholder may 
transfer its shares if required to do so by a regulatory 
agency.®® In addition, the license agreement between Star 
and BNS states that BNS may not provide any additional 
services until all required regulatory approvals, permits or 
authorizations have been obtained. This would include 
applicable CCC approvals. These provisions appear ad¬ 
equate to permit the banks to prevent BNS from undertak¬ 
ing activities impermissible for a national bank, or to 
permit banks to withdraw their investment in Star should 
Star, either directly or through BNS, undertake impermis¬ 
sible activities. 

Accordingly, the seeond standard is satisfied. 

3. The banks’ loss exposure must be limited, as a legal 
and accounting matter, and the bank must not have 
open-ended liability for the obligations of the enterprise. 

a. Loss exposure from a legal standpoint 


See Cond. Approval No. 164 (December 9, 1994); Interpretive 
Letter No. 647 (April 15, 1994). 

See Interpretive Letter No. 324 (August 17, 1999). 

See Star 1999 letter. 

See generally Proposed By-Laws, art. II, section 13. 
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A primary concern of the OCC is that national banks 
should not be subjected to undue risk. Where an investing 
bank w\\\ not control the operations of the entity in which 
the bank holds an interest, it is important that the national 
bank's investment not expose it to unlimited liability. Nor¬ 
mally, this is not a concern when a national bank invests 
in a corporation, for it is generally accepted that a corpo¬ 
ration is an entity distinct from its shareholders, with its 
own separate rights and liabilities, provided proper corpo¬ 
rate separateness is maintained.^® This is the case here. 
The corporate veils of Star and BNS will protect the banks 
from liability or loss associated with their ownership inter¬ 
ests in Star and indirect ownership interest in BNS.^^ 

b. Loss exposure from an accounting standpoint 

In assessing a bank’s loss exposure as an accounting 
matter, the OCC has previously noted that the appropriate 
accounting treatment for a bank’s less than 20 percent 
ownership share or investment in a corporate entity is to 
report it as an unconsolidated entity under the equity or 
cost method of accounting. Under the equity method of 
accounting, unless the investor has extended a loan to 
the entity, guaranteed any of its liabilities, or has other 
financial obligations, the investor’s losses are generally 
limited to the amount of the investment shown on the in¬ 
vestor’s books.You have represented that the banks will 
continue to account for their ownership interests in Star 
according to generally accepted accounting principles, 
which will satisfy the CCC’s requirements in this regard. In 
additional. Star will report its investment in BNS under the 
equity method of accounting. 

Therefore, for both legal and accounting purposes, the 
banks’ potential loss exposure arising from their respec¬ 
tive investments in Star should be limited to the amount of 
those investments. Since that exposure will be quantifi¬ 
able and controllable, the third standard is satisfied. 

4. The investment must be convenient or useful to the 
bank in carrying out its business and not a mere passive 
investment unrelated to that bank’s banking business. 

A national bank’s investment in an enterprise or entity 
must also satisfy the requirement that the investment have 
a beneficial connection to the bank’s business, i.e., be 
convenient or useful to the investing bank’s business ac¬ 
tivities, and not constitute a mere passive investment un¬ 
related to that bank's banking business. Twelve USC 


1 W. Fletcher, Cyclopedia of the Law of Private Corporations 
§ 25 (rev. perm. ed. 1990). 

Del. Code Ann. tit. 8, § 102(b)(6) (Michie 1991). 

See generally, Accounting Principles Board, Op. 18 H 19 
(1971). 


24(Seventh) gives national banks incidental powers that 
are “necessary” to carry on the business of banking. 
“Necessary” has been judicially construed to mean “con¬ 
venient or useful.Our precedents on bank noncontrol¬ 
ling investments have indicated that the investment must 
be convenient or useful to the bank in conducting that 
bank’s business. The investment must benefit or facilitate 
that business and cannot be a mere passive or specula¬ 
tive investment®®. 

In this instance, the proposed acquisition of an ownership 
by Star in BNS is not merely evidence of a passive rela¬ 
tionship, but rather would provide useful services to mem¬ 
ber financial institutions of Star and their account holders. 
BNS services would provide customers with convenient 
online services through links with their existing financial 
institutions. Customers of Star’s member financial institu¬ 
tions who choose to participate in the BNS services will 
thus be benefited by being able to purchase a wider 
range of services from a single and convenient source. 
Participating financial institutions, such as banks, will be 
able to offer these online services through BNS without 
having to incur the expense of developing these services 
themselves. Thus, the investment is not a mere passive 
investment unrelated to banks’ banking business. 

Accordingly, the fourth standard is satisfied. 

C. Conclusion 

Based upon a thorough review of the information you pro¬ 
vided, including the representations and commitments 
made both in your letters and in the Board filing incorpo¬ 
rated therein by reference, and for the reasons discussed 
above, we conclude that the banks may continue to hold 
their noncontrolling equity investments in Star upon Star’s 
acquisition of its interest in BNS, subject to the following 
conditions: 

(1) BNS will engage only in activities that are permissible 
for a national bank; 

(2) In the event that BNS engages in an activity that is 
inconsistent with condition number one, banks will ei¬ 
ther withdraw from Star or, alternatively. Star will divest 
its interest in BNS in accord with section B.2. of this 
letter; 

(3) The banks will account for their respective invest¬ 
ments in Star under the equity or cost method of ac¬ 
counting; and 


See Arnold Tours, Inc. v. Camp, 472 F.2d 427, 432 (1st Cir. 
1972). 

See, e.g.. Interpretive Letter No. 543 (February 13, 1991); In¬ 
terpretive Letter No. 427 (May 9, 1988); Interpretive Letter No. 421 
(March 14, 1988). 
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(4) BNS will be subject to OCC supervision and examina¬ 
tion, subject to the limitations and requirements of 12 
use 1831V. 

These conditions are conditions imposed in writing by the 
OCC in connection with its action on the banks' request 
for a legal opinion confirming that their respective invest¬ 
ments are permissible under 12 USC 24(Seventh) and, as 
such, may be enforced in proceedings under applicable 
law. 


If you have any questions, please contact senior attorney 
John Soboeiro in the Bank Activities and Structure Divi¬ 
sion, at (202) 874-5300, or senior attorney Suzette Greeo 
in the Seourities and Corporate Practices Division, at 
(202) 874-5210. 

Julie L. Williams 

First Senior Deputy Comptroller and Chief Counsel 
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Mergers—April 1 to June 30, 2000 

Most transactions in this section do not have accompany¬ 
ing decisions. In those cases, the OCC reviewed the com¬ 
petitive effects of the proposals by using its standard 
procedures for determining whether the transaction has 
minimal or no adverse competitive effects. The OCC 


found the proposals satisfied Its criteria for transactions 
that clearly had no or minimal adverse competitive effects. 
In addition, the Attorney General either filed no report on 
the proposed transaction or found that the proposal would 
not have a significantly adverse effect on competition. 


Nonaffiliated mergers (mergers consummated involving two or more nonaffiliated operating banks), 


from April 1 to June 30, 2000 

Title and location (charter number) Total assets 


Alabama 

SouthTrust Bank, National Association, Birmingham (014569). 43,203,109,000 

and Security National Bank of San Antonio, San Antonio (015136). 174,544,000 

merged on April 14, 2000 under the title of SouthTrust Bank, National Association, Birmingham (014569). 43,406,969,000 

California 

First National Bank, Goodland (014163) . 251,194,000 

and The Kirk State Bank, Kirk. 20,288,000,000 

merged on April 3, 2000 under the title of First National Bank, Goodland (014163). 20,539,194,000 

Nebraska 

Bank of Monroe, Monroe. 18,940,000 

merged February 15, 2000 under the title of Cornerstone Bank, National Association, York (002683). 284,950,000 

AmFirst Bank, National Association, McCook (008031). 58,283,000 

and Park National Bank, Estes Park (020921). 28,270,000 

merged on June 23, 2000 under the title of AmFirst Bank, National Association, McCook (008031) . 86,553,000 

North Carolina 

First Charter National Bank, Concord (003903). 1,676,978,000 

and Cabarrus Bank of North Carolina, Concord. 171,922,000 

and Community Bank & Trust Co., Rutherfordton. Ill ,488,000 

merged on May 18, 2000 under the title of First Charter National Bank, Concord (003903). 2,159,703,000 

Ohio 

The Huntington National Bank, Columbus (007745). 28,760,019,000 

and The Empire National Bank of Traverse City, Traverse City (014934). 503,795,000 

merged on June 23, 2000 under the title of The Huntington National Bank, Columbus (007745). 29,496,436,000 

Pennsylvania 

The Citizens National Bank, Lansford (007051). 266,069,000 

and Citizens Bank and Trust Company, Palmerton. 131,988,000 

merged on April 28, 2000 under the title of The Citizens National Bank, Lansford (007051). 397,057,000 


Quarterly Journal, Vol. 19, No. 3, September 2000 83 
























Nonaffiliated mergers—thrift (mergers consummated involving nonaffiliated national banks and 
savings and loan associations), from April 1 to June 30, 2000 

Title and location (charter number) Total assets 


California 

Western Sierra National Bank, Cameron Park (018029). 148,265,000 

and Sentinel Community Bank, Sonora. 92,000,000 

merged on May 31, 2000 under the title of Western Sierra National Bank, Cameron Park (018029). 240,265,000 

Missouri 

The Exchange National Bank of Jefferson City, Jefferson City (013142). 336,551,000 

and City National Savings Bank, FSB, Jefferson City. 92,895,000 

merged on June 16, 2000 under the title of The Exchange National Bank of Jefferson City, Jefferson City (013142). 425,722,000 

Ohio 

The First National Bank of Zanesville, Zanesville (000164). 1,272,005,000 

and Milton Federal Savings Bank, West Milton. 259,743,000 

merged on June 20, 2000 under the title of The First National Bank of Zanesville, Zanesville (000164). 1,525,346,000 
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Affiliated mergers (mergers consummated involving affiliated operating banks), 

from April 1 to June 30, 2000 

Title and location (charter number) 


California 

Sierra National Bank, Tehachapi (017510). 

and Sierra State Bank (State Interim Bank), Porterville. 

merged on May 19, 2000 under the title of Sierra National Bank, Tehachapi (017510). 

Western Sierra National Bank, Cameron Park (018029). 

and Roseville 1st National Bank, Roseville (022518). 

merged on May 5, 2000 under the title of Western Sierra National Bank, Cameron Park (018029). 

Delaware 

First Union Home Equity Bank National Association, Charlotte (022559). 

and First Union Bank of Delaware, Wilmington. 

merged on June 27, 2000 under the title of First Union National Bank of Delaware, Wilmington (022559). 

Chase Manhattan Bank USA, National Association, Wilmington (023160). 

and Chase Manhattan Bank Delaware, Wilmington. 

merged on June 1, 2000 under the title of Chase Manhattan Bank USA, National Association, Wilmington (023160) 

Georgia 

Georgia First Bank, National Association, Gainesville (023837). 

and Lanier National Bank, Gainesville (021901). 

merged on May 8, 2000 under the title of Century South Bank of Northeast Georgia, National Association, 

Gainesville (023837). 

Illinois 

First National Bank in DeKalb, DeKalb (014008). 

and Castle Bank Harvard, National Association, Harvard (023261). 

and Castle Bank National Association, Sandwich (023817). 

merged on June 24, 2000 under the title of Castle Bank, National Association, DeKalb (014008) . 

First National Bank of Nokomis, Nokomis (014436). 

and Ayars State Bank, Moweaqua. 

merged on June 30, 2000 under the title of First National Bank of Nokomis, Nokomis (014436) . 

Kansas 

TeamBank, National Association, Freeman (003350). 

and The First National Bank and Trust Company, Parsons (001951). 

merged on June 26, 2000 under the title of TeamBank, National Association, Paola (003350). 

Massachusetts 

First Massachusetts Bank, National Association, Worcester (023043). 

and Family Bank, National Association, Haverhill (024040). 

merged on May 12, 2000 under the title of First Massachusetts Bank, National Association, Worcester (023043)... 

First Massachusetts Bank, National Association, Worcester (023043). 

and The Glastonbury Bank and Trust Company, Glastonbury. 

merged on May 12, 2000 under the title of First Massachusetts Bank, National Association, Worcester (023043)... 

Minnesota 

TCF National Bank Minnesota, Minneapolis (023253). 

and TCF National Bank Illinois, Burr Ridge (023254). 

and Great Lakes National Bank Michigan, Ann Arbor (023255). 

and TCF National Bank Wisconsin, Milwaukee (023256). 

merged on April 1, 2000 under the title of TCF National Bank, Minneapolis (023253). 

Community First National Bank, Fergus Falls (002030). 

and Northland Security Bank, Ramsey. 

merged on May 5, 2000 under the title of Community First National Bank, Fergus Falls (002030). 

U.S. Bank National Association, Minneapolis (013405). 

and Wyoming Trust and Management Company, Gillette. 

merged on April 26, 2000 under the title of U.S. Bank National Association, Minneapolis (013405). 


Total assets 


87,293,000 

240,000 

87,293,000 

143,482,000 

64,943,000 

208,425,000 


1,016,764,000 

1 , 202 , 001,000 

2,219,533,000 

35,397,783,000 

1,386,272,000 

36,784,055,000 


211,304,000 

121,219,000 

332,523,000 


273,680,000 

65,401,000 

193,311,000 

523,263,000 

51,149,000 

24,545,000 

75,694,000 


318,938,000 

58,001,000 

378,629,000 


1,086,764,000 

4,375,570,000 

5,462,434,000 

5,529,014,000 

338,337,000 

5,867,351,000 


3,775,155,000 

3,426,983,000 

2,425,418,000 

694,531,000 

10,267,404,000 

805,721,000 

26,199,000 

831,920,000 

70,449,952,000 

967,000 

70,450,919,000 
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Affiliated mergers (continued) 

Title and location (charter number) Total assets 


Marquette Bank, National Association, Golden Valley (022831) . 1,405,528,000 

and Marquette Bank South Dakota, National Association, Sioux Falls (015537). 541,885,000 

merged on April 14, 2000 under the title of Marquette Bank, National Association, Golden Valley (022831). 1,927,413,000 

Bremer Bank, National Association, Alexandria (023285). 288,104,000 

and Bremer Bank, National Association, Breckenridge (023287). 76,338,000 

merged on June 1, 2000 under the title of Bremer Bank, National Association, Alexandria (023285). 364,302,000 

New Hampshire 

Farmington National Bank, Farmington (013764). 282,783,000 

and Bank of New Hampshire, Manchester. 4,668,422,000 

merged on May 12, 2000 under the title of Bank of New Hampshire, National Association, Farmington (013764). 4,951,205,000 

North Carolina 

Wachovia Bank, National Association, Winston-Salem (001559). 63,557,835,000 

and Bank of Canton, Canton. 412,094,000 

merged on May 11, 2000 under the title of Wachovia Bank, National Association, Winston-Salem (001559). 64,067,044,000 

First Charter National Bank, Concord (003903). 2,159,703,000 

and Lincoln Bank of North Carolina, Lincointon. 499,441,000 

merged on June 15, 2000 under the title of First Charter National Bank, Concord (003903). 2,659,218,000 

Ohio 

Firstar Bank, National Association, Cincinnati (000024) . 36,506,629,000 

and Firstar Bank Arkansas, NA, North Little Rock (023540) on March 7, 2000. 1,781,070,000 

and Mercantile Bank Midwest, Des Moines on May 12, 2000 . 3,598,239,000 

and Mercantile Bank of Kentucky, Paducah on April 14, 2000 . 909,899,000 

and Mercantile Bank of Illinois, Springfield on April 14, 2000 . 2,238,232,000 

merged on those respective dates under the title of Firstar Bank, National Association, Cincinnati (000024). 45,034,069,000 

National City Bank, Cleveland (000786). 34,003,107,000 

and National City Illinois Interim Trust Company, Chicago (024073). 6,245,000 

merged on June 30, 2000 under the title of National City Bank, Cleveland (000786). 34,009,352,000 

Metropolitan National Bank, Youngstown (023595). 252,764,000 

and First County Bank, National Association, Chardon (023599). 67,652,000 

merged on April 26, 2000 under the title of Metropolitan National Bank, Youngstown (023595). 320,416,000 

Pennsylvania 

Mellon Bank, N. A., Pittsburgh (006301). 39,422,432,000 

and Mellon Bank (MD) National Association, Rockville (023240) . 330,153,000 

merged on April 1, 2000 under the title of Mellon Bank, N. A., Pittsburgh (006301). 39,752,585,000 

Rhode Island 

Fleet National Bank, Providence (000200). 49,329,272,000 

and Fleet Trust and Investment Services Company, National Association, Stuart (020451) on April 3, 2000 . 6,587,000 

and Bank of Boston—Florida, National Association, Boca Raton (017277). 37,718,000 

and Fleet Bank, F.S.B., Boca Raton (033924). 131,326,000 

and Fleet Bank—NH, Manchester (019821) on May 1, 2000. 2,035,595,000 

merged on those respective dates under the title of Fleet National Bank, Providence (000200). 51,540,498,000 

Tennessee 

National Bank of Commerce, Memphis (013681). 4,838,658,000 

and NBC National Bank, Knoxville (024052). 1,077,329,000 

merged on May 8, 2000 under the title of National Bank of Commerce, Memphis (013681). 5,915,987,000 

Texas 

Inwood National Bank, Dallas (015292). 350,180,000 

and Provident Bank—Dallas, Dallas. 220,608,000 

merged on May 12, 2000 under the title of Inwood National Bank, Dallas (015292). 553,589,000 
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Affiliated mergers (continued) 

Title and location (charter number) Total assets 


Norwest Bank Texas, National Association, San Antonio (014208). 10,453,665,000 

and Wells Fargo Bank (Texas), National Association, Houston (017612). 7,321,874,000 

and Norwest Bank El Paso, National Association, El Paso (002521). 1,122,842,000 

merged on April 14, 2000 under the title of Wells Fargo Bank Texas, National Association, San Antonio (014208). 18,536,621,000 

Wells Fargo Bank Texas, National Association, San Antonio (014208). 18,898,381,000 

and Prime Bank, Houston. 1,207,423,000 

merged on June 24, 2000 under the title of Wells Fargo Bank Texas, National Association, San Antonio (014208). 20,263,656,000 

Extraco Banks, National Association, Temple (013778). 543,352,000 

and Guaranty Bank & Trust Company, Gatesville. 113,781,000 

merged on March 31, 2000 under the title of Extraco Banks, National Association, Temple (013778). 647,720,000 

Eirst Victoria National Bank, Victoria (010360). 1,000 

and New Mid-Coast National Bank, Edna (024071). 1,000 

Mid-Coast Savings Bank, SSB, Edna. 1,000 

merged on April 14, 2000 under the title of First Victoria National Bank, Victoria (010360). 1,000 

The Frost National Bank, San Antonio (005179). 6,885,699,000 

and The United States National Bank of Galveston, Galveston (012475) . 133,552,000 

merged on May 26, 2000 under the title of The Frost National Bank, San Antonio (005179). 6,997,961,000 

Swiss Avenue National Bank, Dallas (024082). 244,878,000 

and Bank of Texas, National Association, Dallas (018307). 586,755,000 

merged on May 12, 2000 under the title of Bank of Texas, National Association, Dallas (024082). 831,633,000 

The First National Bank of San Augustine, San Augustine (006214). 51,619,000 

and Community Interim Bank & Trust, SSB, San Augustine. 5,000 

merged on May 19, 2000 under the title of The First National Bank of San Augustine, San Augustine (006214). 51,619,000 

Vermont 

The Stratevest Group, National Association, Burlington (023042). 37,635,000 

and Evergreen Bank, National Association, Glens Falls (000980). 1,000 

merged on March 31, 2000 under the title of The Stratevest Group, National Association, Burlington (023042). 37,635,000 

The Howard Bank, National Association, Burlington (018049). 834,618,000 

and Granite Savings Bank and Trust Company, Barre. 140,184,000 

merged on June 23, 2000 under the title of The Howard Bank, National Association, Burlington (018049). 974,802,000 

Connecticut River Bank, National Association, Springfield (023137) . 107,778,000 

and Peoples Bank of Littleton, Littleton. 54,514,000 

merged on June 30, 2000 under the title of Connecticut River Bank, National Association, Springfield (023137). 162,292,000 

Washington 

Baker Boyer National Bank, Walla Walla (003956). 310,657,000 

and Bank of Commerce, Milton-Freewater. 63,167,000 

merged on April 1, 2000 under the title of Baker Boyer National Bank, Walla Walla (003956). 373,824,000 

Wisconsin 

Norwest Bank Wisconsin, National Association, Milwaukee (015057). 1,895,949,000 

and Norwest Bank La Crosse, National Association, La Crosse (005047). 305,132,000 

and Norwest Bank Hudson, National Association, Hudson (023750). 38,215,000 

merged on June 24, 2000 under the title of Wells Fargo Bank Wisconsin National Association, Milwaukee (015057). 2,239,296,000 
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Affiliated mergers—thrift (mergers consummated involving affiliated national banks 
and savings and loan associations), from April 1 to June 30, 2000 

Title and location (charter number) 


North Carolina 

First National Bank and Trust Company, Asheboro (008953). 

and Richmond Savings Bank, SSB, Rockingham. 

merged on June 26, 2000 under the title of First National Bank and Trust Company, Asheboro (008953) 

Tennessee 

National Bank of Commerce, Memphis (013681). 

and Hillsborough Savings Bank, SSB, Hillsborough. 

merged on June 30, 2000 under the title of National Bank of Commerce, Memphis (013681). 

Wisconsin 

Bremer Bank, National Association, Menomonie (023300). 

and Northwest Savings Bank, Amery. 

merged on May 1, 2000 under the title of Bremer Bank, National Association, Menomonie (023300) ... 


Total assets 


407,354,000 

124,715,000 

531,326,000 


6,310,404,000 

152,211,000 

7,545,051,000 


392,776,000 

93,617,000 

493,409,000 
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Changes in the corporate structure of the national banking system, by state, January 1 to June 30, 2000 



In operation 
January 1, 
2000 

Organized 
and opened 
for business 

Merged 

Voluntary 

liquidations 

Payouts 

12 use 214 

In operation 
June 30, 
2000 

Converted to 
non-national 
institutions 

Merged with 
non-national 
institutions 

Alabama. 

25 

1 

0 

0 

0 

0 

2 

24 

Alaska. 

4 

0 

0 

0 

0 

0 

0 

4 

Arizona. 

19 

1 

1 

0 

0 

1 

0 

19 

Arkansas . 

51 

1 

1 

0 

0 

2 

0 

49 

California. 

97 

1 

3 

1 

0 

0 

3 

90 

Colorado. 

60 

1 

1 

0 

0 

0 

1 

59 

Connecticut. 

9 

0 

0 

0 

0 

0 

0 

9 

Delaware. 

20 

1 

0 

0 

0 

0 

0 

22 

District of Columbia .. 

7 

0 

0 

0 

0 

0 

0 

7 

Florida. 

96 

1 

4 

1 

0 

0 

6 

86 

Georgia. 

72 

3 

1 

0 

0 

0 

8 

66 

Hawaii. 

1 

0 

0 

0 

0 

0 

0 

1 

Idaho . 

2 

0 

0 

0 

0 

0 

0 

2 

Illinois. 

212 

0 

4 

0 

0 

0 

2 

206 

Indiana. 

39 

0 

0 

0 

0 

1 

1 

37 

Iowa. 

48 

1 

0 

0 

0 

0 

0 

49 

Kansas. 

109 

3 

1 

0 

0 

1 

3 

108 

Kentucky. 

59 

3 

1 

0 

0 

0 

0 

61 

Louisiana. 

19 

0 

0 

0 

0 

0 

0 

19 

Maine. 

7 

1 

0 

0 

0 

0 

0 

8 

Maryland. 

17 

1 

1 

0 

0 

0 

0 

17 

Massachusetts. 

23 

2 

2 

0 

0 

0 

0 

23 

Michigan . 

37 

0 

2 

0 

0 

0 

0 

35 

Minnesota. 

138 

2 

1 

0 

0 

0 

0 

140 

Mississippi. 

20 

0 

0 

0 

0 

0 

0 

20 

Missouri. 

51 

2 

2 

0 

0 

0 

1 

50 

Montana. 

19 

0 

0 

0 

0 

0 

0 

19 

Nebraska. 

92 

0 

1 

0 

0 

0 

3 

87 

Nevada. 

8 

0 

0 

0 

0 

0 

0 

8 

New Hampshire. 

7 

0 

0 

0 

0 

0 

0 

7 

New Jersey. 

27 

1 

0 

0 

0 

0 

2 

26 

New Mexico. 

19 

0 

1 

0 

0 

0 

1 

17 

New York. 

67 

1 

1 

0 

0 

1 

0 

66 

North Carolina. 

10 

0 

0 

0 

0 

0 

0 

9 

North Dakota. 

18 

0 

0 

1 

0 

0 

0 

17 

Ohio. 

99 

1 

1 

0 

0 

0 

1 

98 

Oklahoma. 

116 

1 

3 

0 

0 

3 

0 

111 

Oregon. 

05 

1 

0 

0 

0 

0 

1 

5 

Pennsylvania. 

97 

1 

0 

0 

0 

0 

0 

98 

Rhode Island. 

03 

0 

1 

0 

0 

0 

0 

2 

South Carolina. 

21 

3 

0 

0 

0 

0 

0 

24 

South Dakota. 

24 

0 

1 

0 

0 

0 

0 

23 

Tennessee . 

33 

1 

1 

0 

0 

0 

5 

28 

Texas . 

384 

2 

8 

0 

0 

4 

3 

371 

Utah. 

8 

1 

0 

0 

0 

0 

0 

9 

Vermont. 

12 

2 

0 

0 

0 

0 

1 

13 

Virginia. 

37 

1 

0 

0 

0 

1 

0 

37 

Washington. 

18 

1 

0 

0 

0 

0 

1 

18 

West Virginia. 

26 

0 

0 

0 

0 

0 

1 

25 

Wisconsin. 

57 

1 

3 

0 

0 

0 

0 

54 

Wyoming. 

21 

0 

0 

0 

0 

0 

0 

21 

Totals: . 

2470 

43 

46 

3 

0 

14 

46 

2404 


Notes: The column “organized and opened for business” includes all state banks converted to national banks as well as newly formed national 
banks. The column titled “merged” includes all mergers, consolidations, and purchases and assumptions of branches in which the resulting 
institution is a nationally chartered bank. Also included in this column are immediate FDIC-assisted “merger" transactions in which the resulting 
institution is a nationally chartered bank. The column titled “voluntary liquidations” includes only straight liquidations of national banks. No 
liquidation pursuant to a purchase and assumption transaction is included in this total. Liquidations resulting from purchases and assumptions 
are included in the “merged” column. The column titled “payouts” includes failed national banks in which the FDIC is named receiver and no 
other depository institution is named as successor. The column titled “merged with non-national institutions” includes all mergers, consolidations, 
and purchases and assumptions of branches in which the resulting institution is a non-national institution. Also included in this column are 
immediate FDIC-assisted “merger” transactions in which the resulting institution is a non-national institution. 
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Applications for new, full-service national bank charters, approved and denied, by state, 

January 1 to June 30, 2000 


Title and location 

Approved 

Denied 

California 

California First National Bank, Santa Ana. 

April 13 


Georgia 

Futures Bank, National Association, Alpharetta. 

pointpathbank. National Association, Columbus. 

SouthernBank, National Association, Buford. 

United National Bank, Cairo. 

February 14 
April 3 
March 15 
January 18 


Illinois 

National City Illinois Interim Trust Company, Chicago. 

May 8 


Iowa 

American National Bank, Sac City. 

March 23 


Maryland 

Bay National Bank, Baltimore. 

February 22 


Minnesota 

F & M Community Bank, National Association, Chatfield. 

First National Bank of Hinckley, Hinckley. 

June 1 
April 6 


Missouri 

NorthStar Bank, National Association, Kansas City. 

January 20 


New Jersey 

1st Colonial National Bank, Collingswood. 

February 17 


New York 

Evergreen Bank, National Assocation, Glens Falls. 

January 26 


South Carolina 

Islands Community Bank, National Association, Beaufort. 

SunBank, National Association, Murrells Inlet. 

February 1 
March 23 


Texas 

Kilgore National Bank, Kilgore. 

May 8 


Utah 

Heber Valley National Bank, Heber City. 

January 13 


Virginia 

Interbank, National Association, Fredericksburg. 

June 6 
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Applications for new, limited-purpose national bank charters, approved and denied, by state, 

January 1 to June 30, 2000 


Title and location 

Type of bank 

Approved 

Denied 

Delaware 

U.S. Bank Trust, National Association, Wilmington. 

Trust (non-deposit) 

May 17 


Georgia 

First Retail Bank, National Association, Flowery Branch. 

Credit card 

March 17 


Illinois 

Great Lakes Trust Company, National Association, Blue Island. 

Trust (non-deposit) 

May 18 


Minnesota 

ReliaStar National Trust Company, Minneapolis. 

Trust (non-deposit) 

March 8 


Pennsylvania 

Fulton Financial Advisors, National Association, Lancaster. 

Trust (non-deposit) 

January 19 


Rhode Island 

Talbots Classics National Bank, Lincoln. 

Credit card 

March 31 


West Virginia 

Security National Trust Co., Wheeling. 

Trust (non- deposit) 

March 27 
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New, full-service national bank charters issued, 
January 1 to June 30, 2000 


Title and location 

Charter number 

Date opened 

Alabama 

Alabama Trust Bank, National Association, Sylacauga. 

023896 

April 14 

Colorado 

First National Bank of Steamboat Springs, Steamboat Springs. 

023859 

March 27 

Georgia 

United National Bank, Cairo. 

pointpathbank. National Association, Columbus. 

The National Bank of Georgia, Athens. 

023981 

023964 

023937 

May 26 
June 22 
May 8 

Illinois 

National City Illinois Interim Trust Company, Chicago. 

024073 

June 30 

Iowa 

American National Bank, Sac City. 

024050 

June 29 

Kentucky 

Henderson National Bank, Henderson. 

023955 

February 22 

Maryland 

Bay National Bank, Baltimore. 

023992 

May 12 

Missouri 

NorthStar Bank, National Association, Kansas City. 

023986 

April 25 

New Jersey 

1st Colonial National Bank, Collingswood. 

023993 

June 29 

New York 

Evergreen Bank, National Association, Glens Falls. 

024012 

March 31 

Ohio 

The Citizens National Bank of Southwestern Ohio, Dayton. 

023927 

January 24 

Oklahoma 

Oklahoma National Bank, Tulsa. 

023935 

January 20 

South Carolina 

First National Bank of Spartanburg, Spartanburg. 

Lowoountry National Bank, Beaufort. 

Greenville First Bank, National Association, Greenville. 

023953 

023922 

023919 

March 27 
May 10 
January 10 

Utah 

Heber Valley National Bank, Heber City. 

024009 

May 1 

Virginia 

Bank of Powhatan, National Association, Powhatan. 

023943 

March 20 

Washington 

Hometown National Bank, Longview. 

023868 

May 15 

Wisconsin 

New National Bank of Commerce in Superior, Superior. 

023941 

January 1 
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New, limited-purpose national bank charters issued, 
January 1 to June 30, 2000 


Title and location 

Charter number 

Date opened 

Arizona 

Bank of Hawaii Credit Card, National Association, Phoenix. 

024001 

May 8 

Arkansas 

Simmons First Trust Company, National Association, Pine Bluff. 

023968 

January 1 

Delaware 

U.S. Bank Trust National Association, Wilmington. 

024090 

June 1 

Kansas 

First Trust Company of Onaga, National Association, Onaga. 

023914 

March 31 

Massachusetts 

FIRSTFED Trust Company, National Association, Swansea. 

023952 

February 1 

Minnesota 

ReliaStar National Trust Company, Minneapolis. 

024033 

March 17 

Oregon 

Bank of America Oregon, National Association, Portland. 

023994 

February 15 

Pennsylvania 

Fulton Financial Advisors, National Association, Lancaster. 

023988 

May 1 
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state-chartered banks converted to full-service national banks, 
January 1 to June 30, 2000 


Title and location 

Effective date 

Total assets 

Florida 

Skylake National Bank (023499) 

conversion of The Skylake State Bank, North Miami Beach. 

January 1 

93,719,000 

Kansas 

National Family Bank (023966) 

conversion of The Munden State Bank, Munden. 

March 15 

3,390,000 

Firstar Bank Midwest, National Association (024094) 
conversion of Firstar Bank Midwest, Overland Park. 

June 16 

4,037,005,000 

Minnesota 

The Lake Bank, National Association (024048) 

conversion of Commercial State Bank of Two Harbors, Two Harbors. 

May 1 

63,163,000 

Missouri 

Mercantile Bank of Trenton, National Association (023973) 
conversion of Mercantile Bank of Trenton, Trenton. 

October 22 

74,262,000 

Texas 

Swiss Avenue National Bank (024082) 

conversion of Swiss Avenue State Bank, Dallas. 

May 12 

244,878,000 

Vermont 

First Vermont Bank, National Association (024042) 
conversion of First Vermont Bank and Trust Company, Brattleboro. 

June 23 

750,894,000 

Franklin Lamoille Bank, National Association (024041) 
conversion of Franklin-Lamoille Bank, St. Albans. 

June 23 

316,786,000 
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state-chartered banks converted to limited-purpose national banks, 
January 1 to June 30, 2000 


Title and location 

Effective date 

Total assets 

California 

Bank of America Community Development Bank, National Association (024077) 
conversion of Bank of America Community Development Bank, Walnut Creek. 

June 15 

710,463,000 

Kentucky 

Unified Trust Company, National Association 

conversion of First Lexington Trust Company, Lexington (024047). 

June 26 

1,000 
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Nonbanking institutions converted to full-service national banks, 
January 1 to June 30, 2000 


Title and location 

Effeotive date 

Total assets 

Kentucky 

Peoples Bank, National Association (024037) 

conversion of Peoples Bank, National Association, Ashland. 

March 10 

1,000 

Maine 

Peoples Heritage Bank, National Association (024096) 
conversion of Peoples Heritage Savings Bank, Portland. 

June 1 

13,919,528,000 

Massachusetts 

Family Bank, National Association (024040) 

conversion of Family Bank, FSB, Haverhill. 

May 12 

4,375,570,000 

Tennessee 

NBC National Bank (024052) 

conversion of NBC Bank, FSB, Knoxville. 

May 8 

1,077,329,000 
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Applications for national bank charters, by state and charter type, January 1 to June 30, 2000 



Received 

Approved 

Denied 

Charters issued 

New, full- 
service 
national 
bank 
charters 
issued 

New, 

limited- 

purpose 

national 

bank 

charters 

issued 

Full-service 
national 
charters 
issued to 
converting 
state- 
chartered 
banks 

Limited- 
purpose 
national 
charters 
issued to 
converting 
state- 
chartered 
banks 

Full-service 
national 
charters 
issued to 
converting 
non-banking 
institutions 

Limited- 
purpose 
national 
charters 
issued to 
converting 
non-banking 
institutions 

Alabama. 

0 

0 

0 

1 

0 

0 

0 

0 

0 

Alaska. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Arizona. 

1 

0 

0 

0 

1 

0 

0 

0 

0 

Arkansas . 

0 

0 

0 

0 

1 

0 

0 

0 

0 

California. 

6 

1 

0 

0 

0 

0 

1 

0 

0 

Colorado. 

1 

0 

0 

1 

0 

0 

0 

0 

0 

Connecticut. 

1 

0 

0 

0 

0 

0 

0 

0 

0 

Delaware. 

2 

1 

0 

0 

1 

0 

0 

0 

0 

District of Columbia .. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Florida. 

2 

0 

0 

0 

0 

1 

0 

0 

0 

Georgia. 

2 

5 

0 

3 

0 

0 

0 

0 

0 

Hawaii. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Idaho . 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Illinois. 

2 

2 

0 

1 

0 

0 

0 

0 

0 

Indiana. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Iowa. 

1 

1 

0 

1 

0 

0 

0 

0 

0 

Kansas. 

2 

0 

0 

0 

1 

2 

0 

0 

0 

Kentucky. 

3 

0 

0 

1 

0 

0 

1 

1 

0 

Louisiana. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Maine. 

1 

0 

0 

0 

0 

0 

0 

1 

0 

Maryland. 

2 

1 

0 

1 

0 

0 

0 

0 

0 

Massachusetts. 

1 

0 

0 

0 

1 

0 

0 

1 

0 

Michigan . 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Minnesota. 

3 

3 

0 

0 

1 

1 

0 

0 

0 

Mississippi. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Missouri. 

2 

1 

0 

1 

0 

1 

0 

0 

0 

Montana. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Nebraska. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Nevada. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

New Hampshire. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

New Jersey. 

0 

1 

0 

1 

0 

0 

0 

0 

0 

New Mexico. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

New York. 

0 

1 

0 

1 

0 

0 

0 

0 

0 

North Carolina. 

1 

0 

0 

0 

0 

0 

0 

0 

0 

North Dakota. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Ohio. 

0 

0 

0 

1 

0 

0 

0 

0 

0 

Oklahoma. 

0 

0 

0 

1 

0 

0 

0 

0 

0 

Oregon. 

0 

0 

0 

0 

1 

0 

0 

0 

0 

Pennsylvania. 

0 

1 

0 

0 

1 

0 

0 

0 

0 

Rhode Island. 

0 

1 

0 

0 

0 

0 

0 

0 

0 

South Carolina. 

0 

2 

0 

3 

0 

0 

0 

0 

0 

South Dakota. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Tennessee . 

2 

0 

0 

0 

0 

0 

0 

1 

0 

Texas . 

4 

1 

0 

0 

0 

1 

0 

0 

0 

Utah. 

0 

1 

0 

1 

0 

0 

0 

0 

0 

Vermont. 

0 

0 

0 

0 

0 

2 

0 

0 

0 

Virginia. 

2 

1 

0 

1 

0 

0 

0 

0 

0 

Washington. 

0 

0 

0 

1 

0 

0 

0 

0 

0 

West Virginia. 

0 

1 

0 

0 

0 

0 

0 

0 

0 

Wisconsin. 

1 

0 

0 

1 

0 

0 

0 

0 

0 

Wyoming. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Total . 

43 

25 

0 

21 

8 

8 

2 

4 

0 


‘These figures may also include new national banks chartered to acquire a failed institution, trust company, credit card bank, and other limited 
charter national banks. 
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Failed national bank acquired by other than national banks, 
January 1 to June 30, 2000 


Title and location (charter number) 


California 

Monument National Bank, Ridgecrest (018156) 


Effective date 


June 2 
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Voluntary liquidations of national banks, 
January 1 to June 30, 2000 


Title and location (charter number) 

Effective date 

Total assets 

California 

Mission Trust Company, National Association, Pasadena (023549). 

March 6 

0 

Florida 

Citibank (Florida), National Association, Dania (021940) . 

February 4 

1,000,000 

North Dakota 

First National Bank, Hettinger (008991). 

June 7 

0 
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National banks merged out of the national banking system, 
January 1 to June 30, 2000 


Title and location 

Charter number 

Effective date 

Alabama 



SouthTrust Bank, National Association, Birmingham. 

014569 

June 6 

SunTrust Bank, National Association, Florence. 

003981 

January 1 

California 



Sierra National Bank, Tehachapi. 

017510 

May 19 

National Business Bank, Torrance. 

023179 

December 30, 1999 

Colorado 



The Burns National Bank of Durango, Durango. 

009797 

January 20 

Florida 



SunTrust Bank, South Florida, National Association, Fort Lauderdale. 

014732 

January 1 

SunTrust Bank, North Florida, National Association, Jacksonville. 

017299 

January 1 

SunTrust Bank, Mid-Florida, National Association, Lakeland . 

016786 

January 1 

SunTrust Bank, Miami, National Association, Miami. 

012047 

January 1 

STI Capital Management, National Association, Orlando. 

021888 

January 1 

SunTrust Bank, Central Florida, National Association, Orlando. 

016108 

January 1 

Georgia 



SunTrust Bank, Northeast Georgia, National Association, Athens. 

001639 

January 1 

SunTrust Bank, Southeast Georgia, National Association, Brunswick. 

004944 

January 1 

SunTrust Bank, West Georgia, National Association, Columbus. 

004691 

January 1 

SunTrust Bank, Augusta, National Association, Evans. 

001860 

January 1 

SunTrust Bank, South Georgia, National Association, Leesburg. 

014907 

January 1 

SunTrust Bank, Middle Georgia, National Association, Macon. 

010270 

January 1 

SunTrust Bank, Northwest Georgia, National Association, Rome. 

002368 

January 1 

SunTrust Bank, Savannah, National Association, Savannah. 

013472 

January 1 

Illinois 



The Merchants National Bank of Aurora, Aurora. 

003854 

Eebruary 11 

Grand National Bank, Wauconda. 

014935 

April 14 

Indiana 



Forethought National Trustbank, Batesville. 

023246 

November 12, 1999 

Kansas 



The First National Bank in Alma, Alma. 

013601 

January 6 

Peoples National Bank, Clay Center. 

003345 

January 6 

The Farmers National Bank of Oberlin, Oberlin . 

007298 

January 6 

Missouri 



First Business Bank of Kansas City, National Association, Kansas City. 

021489 

March 7 

Nebraska 



First National Bank & Trust Company in Aurora, Aurora. 

014017 

April 29 

Pinnacle Bank, National Association, Columbus. 

007949 

May 26 

Pinnacle Bank, National Association, Ogallala. 

014374 

May 26 

New Jersey 



The Farmers and Merchants National Bank of Bridgeton, Bridgeton. 

009498 

November 30, 1999 

Broad National Bank, Newark. 

012771 

July 31, 1999 

New Mexico 



First National Bank of Clovis, Clovis. 

008397 

January 1 

Ohio 



The Mahoning National Bank of Youngstown, Youngstown. 

002350 

April 15 

Oregon 



Douglas National Bank, Roseburg . 

014860 

May 8 
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National banks merged out of the national banking system, 
January 1 to June 30, 2000—Continued 


Title and location 

Charter number 

Effective date 

Tennessee 



SunTrust Bank, Chattanooga, National Association, Chattanooga. 

014611 

January 1 

SunTrust Bank, East Tennessee, National Association, Knoxville. 

018101 

January 1 

First American National Bank, Nashville. 

003032 

December 31, 1999 

SunTrust Bank, National Association, Nashville. 

013103 

January 1 

SunTrust Bank, South Central Tennessee, National Association, Pulaski. 

006093 

January 1 

Texas 



Banco Popular, National Association (Texas), Houston. 

016754 

January 1 

The First National Bank of San Augustine, San Augustine. 

006214 

May 19 

Citizens National Bank, Victoria. 

016890 

June 22 

Vermont 



Vermont National Bank, Brattleboro. 

001430 

March 24 

Washington 



Kittitas Valley Bank, National Association, Ellensburg. 

018790 

January 3 

West Virginia 



The Matewan National Bank, Williamson. 

010370 

April 14 
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National banks converted out of the national banking system, 
January 1 to June 30, 2000 


Title and location (charter number) 

Effective date 

Total assets 

Arizona 

Nordstrom National Credit Bank, Scottsdale (022195) . 

March 1 

38,400,369,000 

Arkansas 

The First National Bank of Huntsville, Huntsville (008952). 

First National Bank and Trust Company, Rogers (010750). 

February 24 
May 1 

82,393,000 

560,000,000 

Indiana 

The First National Bank of Mitchell, Mitchell (006433). 

April 7 

44,120,000 

Kansas 

Gold Bank, National Association, Marysville (018165). 

December 16, 1999 

325,335,000 

New York 

Republic National Bank of New York, New York (015569) . 

December 31, 1999 

49,190,000,000 

Oklahoma 

The Security National Bank and Trust Company of Norman, Norman (021429). 

American National Bank and Trust Company of Shawnee, Shawnee (013930). 

Bank South, National Association, Tulsa (023564). 

May 25 
May 19 
May 25 

247,984,000 

135,279,000 

23,447,000 

Texas 

First National Bank in Burkburnett, Burkburnett (013668). 

Falcon International Bank, Laredo (022835). 

Plaza Bank, National Association, San Antonio (022792). 

First National Bank, Seminole (016806). 

January 22 
February 1 
May 30 
March 3 

97,795,000 

123,609,000 

38,156,000 

43,237,000 

Virginia 

Valley Bank, National Association, Roanoke (022763). 

March 1 

136,645,000 
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Federal branches and agencies of foreign banks in operation, 
January 1 to June 30, 2000 



In operation 
January 1, 2000 

Opened 

January 1-June 30 

Closed 

January 1-June 30 

In operation 

June 30, 2000 

Federal branches 





California. 

1 

0 

0 

1 

Connecticut. 

1 

0 

0 

1 

District of Columbia. 

1 

0 

0 

1 

New York. 

41 

0 

0 

41 

Washington. 

1 

0 

0 

1 

Limited federal branches 





California. 

8 

0 

0 

8 

District of Columbia. 

1 

0 

0 

1 

New York. 

3 

0 

0 

3 

Federal agency 





Illinois. 

1 

0 

0 

1 

Total United States. 

58 

0 

0 

58 
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Assets, liabilities, and capital accounts of national banks 
June 30, 1999 and June 30, 2000 

(Dollar figures in millions) 



June 30, 1999 

June 30, 2000 

Change 

June 30, 1999-June 30, 2000 
fully consolidated 


Consolidated 
foreign and 
domestic 

Consolidated 
foreign and 
domestic 

Amount 

Percent 

Number of institutions . 

2,409 

2,302 

(107) 

(4.44) 

Total assets. 

$3,193,148 

$3,363,723 

$170,575 

5.34 

Cash and balances due from depositories. 

197,348 

192,812 

(4,536) 

(2.30) 

Noninterest-bearing balances, 

139,453 

144,565 

5,111 

3.67 

currency and coin . 

Interest bearing balances. 

57,895 

48,247 

(9,647) 

(16.66) 

Securities. 

546,678 

516,063 

(30,615) 

(5.60) 

Held-to-maturity securities, amortized cost. 

55,618 

44,389 

(11,229) 

(20.19) 

Available-for-sale securities, fair value. 

491,060 

471,674 

(19,386) 

(3.95) 

Federal funds sold and securities purchased. 

106,178 

109,743 

3,565 

3.36 

Net loans and leases. 

2,007,146 

2,160,790 

153,643 

7.65 

Total loans and leases. 

2,044,447 

2,200,052 

155,604 

7.61 

Loans and leases, gross. 

2,046,278 

2,201,663 

155,385 

7.59 

Less: Unearned income. 

1,831 

1,611 

(220) 

(12.00) 

Less: Reserve for losses. 

37,301 

39,262 

1,961 

5.26 

Assets held in trading account. 

85,137 

107,321 

22,183 

26.06 

Other real estate owned . 

1,674 

1,508 

(166) 

(9.94) 

Intangible assets. 

70,406 

78,390 

7,984 

11.34 

All other assets. 

178,581 

197,098 

18,517 

10.37 

Total liabilities and equity capital. 

3,193,148 

3,363,723 

170,575 

5.34 

Deposits in domestic offices. 

1,755,761 

1,788,873 

33,112 

1.89 

Deposits in foreign offices. 

366,207 

408,226 

42,019 

11.47 

Total deposits. 

2,121,968 

2,197,099 

75,131 

3.54 

Noninterest-bearing deposits. 

429,596 

426,947 

(2,649) 

(0.62) 

Interest-bearing deposits. 

1,692,373 

1,770,152 

77,779 

4.60 

Federal funds purchased and securities sold. 

273,052 

268,393 

(4,659) 

(1.71) 

Demand notes issued to U.S. Treasury. 

26,771 

30,613 

3,842 

14.35 

Other borrowed money. 

279,854 

349,527 

69,673 

24.90 

With remaining maturity of one year or less. 

171,342 

222,358 

51,017 

29.77 

With remaining maturity of more than one year. 

108,512 

127,168 

18,656 

17.19 

Trading liabilities less revaluation losses. 

17,756 

18,682 

926 

5.21 

Subordinated notes and debentures . 

54,898 

59,787 

4,889 

8.90 

All other liabilities . 

141,982 

154,094 

12,112 

8.53 

Trading liabilities revaluation losses. 

48,622 

51,658 

3,036 

6.24 

Other. 

93,361 

102,436 

9,076 

9.72 

Total equity capital . 

276,867 

285,529 

8,662 

3.13 

Perpetual preferred stock. 

784 

932 

148 

18.87 

Common stock. 

16,615 

14,712 

(1,903) 

(11.45) 

Surplus. 

143,726 

155,521 

11,795 

8.21 

Net undivided profits and capital reserves. 

116,759 

115,415 

(1,343) 

(1.15) 

Cumulative foreign currency translation adjustment.... 

(1,017) 

(1,052) 

(35) 

NM 


NM indicates calculated percent change is not meaningful. 
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Quarterly income and expenses of national banks 
Second quarter 1999 and second quarter 2000 

(Dollar figures in millions) 



Second 

quarter 

1999 

Second 

quarter 

2000 

Change 

Second quarter 1999- 
second quarter 2000 
fully consolidated 

Consolidated 
foreign and 
domestic 

Consolidated 
foreign and 
domestic 

Amount 

Percent 

Number of institutions. 

2,409 

2,302 

(107) 

(4.44) 

Net income. 

$11,005 

$6,622 

($4,383) 

(39.83) 

Net interest income. 

28,736 

29,444 

708 

2.46 

Total interest income. 

53,309 

60,376 

7,068 

13.26 

On loans. 

39,632 

46,334 

6,702 

16.91 

From lease financing receivables. 

1,895 

1,940 

45 

2.35 

On balances due from depositories. 

890 

912 

22 

2.52 

On securities. 

8,881 

8,852 

(29) 

(0.33) 

From assets held in trading account. 

673 

786 

112 

16.68 

On federal funds sold and securities repurchased .. 

1,337 

1,553 

216 

16.14 

Less: Interest expense. 

24,573 

30,932 

6,360 

25.88 

On deposits. 

16,505 

19,947 

3,442 

20.86 

Of federal funds purchased and securities sold. 

3,039 

3,812 

773 

25.42 

On demand notes and other borrowed money*. 

4,199 

6,172 

1,973 

46.99 

On subordinated notes and debentures. 

829 

1,001 

172 

20.73 

Less: Provision for losses. 

3,686 

5,054 

1,368 

37.13 

Noninterest income. 

22,630 

21,667 

(963) 

(4.26) 

From fiduciary activities. 

2,430 

2,353 

(77) 

(3.17) 

Service charges on deposits. 

3,717 

3,888 

171 

4.61 

Trading revenue. 

1,187 

1,327 

139 

11.75 

From interest rate exposures. 

535 

244 

(291) 

(54.34) 

From foreign exchange exposures. 

634 

771 

137 

21.67 

From equity security and index exposures. 

37 

289 

251 

NM 

From commodity and other exposures. 

(19) 

22 

42 

NM 

Total other noninterest income. 

15,292 

14,100 

(1,192) 

(7.80) 

Gains/losses on securities. 

219 

(983) 

(1,203) 

NM 

Less: Noninterest expense. 

30,667 

34,022 

3,355 

10.94 

Salaries and employee benefits. 

12,091 

12,146 

54 

0.45 

Of premises and fixed assets. 

3,774 

3,880 

106 

2.81 

Other noninterest expense. 

14,802 

17,997 

3,195 

21.58 

Less: Taxes on income before extraordinary items. 

6,228 

4,429 

(1,799) 

(28.88) 

Income/loss from extraordinary items, net of 





income taxes. 

1 

(0) 

(1) 

(100.81) 

Memoranda: 





Net operating income. 

10,870 

7,438 

(3,431) 

(31.57) 

Income before taxes and extraordinary items. 

17,233 

11,051 

(6,181) 

(35.87) 

Income net of taxes before extraordinary items. 

11,005 

6,622 

(4,383) 

(39.83) 

Cash dividends declared. 

9,036 

6,872 

(2,164) 

(23.95) 

Net charge-offs to loan and lease reserve. 

3,243 

3,632 

389 

11.99 

Charge-offs to loan and lease reserve. 

4,169 

4,567 

398 

9.54 

Less: Recoveries credited to loan and lease reserve .... 

926 

935 

9 

0.98 


‘Includes mortgage indebtedness 

NM indicates calculated percent change is not meaningful. 
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Year-to-date income and expenses of national banks 
Through June 30, 1999 and through June 30, 2000 

(Dollar figures in millions) 



June 30, 1999 

June 30, 2000 

Change 

June 30, 1999-June 30, 2000 
fully consolidated 

Consolidated 
foreign and 
domestic 

Consolidated 
foreign and 
domestic 

Amount 

Percent 

Number of institutions. 

2,409 

2,302 

(107) 

(4.44) 

Net income. 

$21,559 

$18,161 

($3,398) 

(15.76) 

Net interest income. 

57,466 

58,380 

915 

1.59 

Total Interest inoome. 

107,238 

117,629 

10,391 

9.69 

On loans . 

80,489 

90,361 

9,872 

12.26 

From lease financing receivables. 

3,759 

3,599 

(160) 

(4.25) 

On balances due from depositories. 

1,737 

1,648 

(89) 

(5.12) 

On securities. 

17,195 

17,608 

413 

2.40 

From assets held In trading account. 

1,342 

1,462 

121 

9.00 

On federal funds sold and securities repurchased .. 

2,717 

2,952 

234 

8.63 

Less: Interest expense. 

49,772 

59,249 

9,476 

19.04 

On deposits. 

33,498 

38,212 

4,714 

14.07 

Of federal funds purchased and securities sold. 

6,082 

7,317 

1,234 

20.29 

On demand notes and other borrowed money*. 

8,515 

11,783 

3,268 

38.38 

On subordinated notes and debentures. 

1,677 

1,938 

261 

15.56 

Less: Provision for losses. 

7,778 

9,137 

1,358 

17.46 

Noninterest income. 

45,160 

46,436 

1,276 

2.82 

From fiduciary activities. 

4,726 

4,933 

206 

4.36 

Service charges on deposits. 

7,219 

7,610 

390 

5.41 

Trading revenue. 

2,728 

3,135 

407 

14.93 

From interest rate exposures. 

1,202 

1,025 

(177) 

(14.74) 

From foreign exchange exposures. 

1,352 

1,504 

152 

11.21 

From equity security and index exposures. 

166 

571 

405 

243.65 

From commodity and other exposures. 

7 

35 

28 

390.20 

Total other noninterest income. 

30,487 

30,759 

272 

0.89 

Gains/losses on securities. 

587 

(1,686) 

(2,273) 

(386.99) 

Less: Noninterest expense. 

61,841 

65,016 

3,175 

5.13 

Salaries and employee benefits. 

24,349 

24,593 

244 

1.00 

Of premises and fixed assets. 

7,704 

7,827 

122 

1.59 

Other noninterest expense. 

29,788 

32,596 

2,808 

9.43 

Less: Taxes on income before extraordinary items. 

12,003 

10,833 

(1,170) 

(9.75) 

Income/loss from extraordinary items, net of 





income taxes. 

(31) 

16 

48 

NM 

Memoranda: 





Net operating income. 

21,204 

19,418 

(1,786) 

(8.42) 

Income before taxes and extraordinary items. 

33,594 

28,978 

(4,616) 

(13.74) 

Income net of taxes before extraordinary items. 

21,591 

18,145 

(3,446) 

(15.96) 

Cash dividends declared. 

14,230 

13,542 

(688) 

(4.83) 

Net charge-offs to loan and lease reserve. 

6,928 

7,249 

321 

4.64 

Charge-offs to loan and lease reserve. 

8,813 

9,133 

320 

3.63 

Less: Recoveries credited to loan and lease reserve .... 

1,885 

1,884 

(1) 

(0.07) 


* Includes mortgage indebtedness 

NM Indicates calculated percent change is not meaningful. 
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Assets of national banks by asset size 
June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Total assets. 

$3,363,723 

$58,725 

$253,097 

$395,819 

$2,656,082 

$5,983,262 

Cash and balances due from. 

192,812 

2,967 

11,498 

20,600 

157,747 

340,474 

Securities. 

516,063 

16,055 

64,403 

91,822 

343,782 

1,046,529 

Federal funds sold and securities purchased. 

109,743 

2,304 

5,667 

16,179 

85,593 

243,264 

Net loans and leases. 

2,160,790 

34,626 

158,944 

239,327 

1,727,892 

3,642,120 

Total loans and leases. 

2,200,052 

35,091 

161,228 

243,736 

1,759,996 

3,704,044 

Loans and leases, gross. 

2,201,663 

35,173 

161,503 

243,823 

1,761,165 

3,707,248 

Less: Unearned income. 

1,611 

82 

275 

87 

1,168 

3,205 

Less: Reserve for losses. 

39,262 

466 

2,283 

4,409 

32,104 

61,924 

Assets held in trading account. 

107,321 

0 

207 

2,422 

104,692 

271,600 

Other real estate owned . 

1,508 

64 

188 

155 

1,102 

2,781 

Intangible assets. 

78,390 

249 

1,655 

5,810 

70,676 

102,297 

All other assets. 

197,098 

2,461 

10,534 

19,504 

164,599 

334,198 

Gross loans and leases by type: 







Loans secured by real estate. 

889,778 

20,186 

98,380 

129,177 

642,035 

1,626,812 

1-4 family residential mortgages. 

453,609 

9,380 

43,436 

61,177 

339,617 

787,529 

Home equity loans. 

75,457 

444 

4,053 

8,136 

62,823 

116,160 

Multifamily residential mortgages. 

28,792 

497 

3,408 

4,622 

20,265 

59,664 

Commercial RE loans. 

218,124 

5,869 

34,646 

40,028 

137,581 

447,247 

Construction RE loans. 

73,359 

1,617 

8,673 

13,311 

49,757 

150,390 

Earmland loans. 

12,496 

2,379 

4,159 

1,718 

4,240 

33,781 

RE loans from foreign offioes. 

27,941 

0 

6 

183 

27,751 

32,040 

Commercial and industrial loans. 

648,494 

5,974 

28,855 

48,547 

565,117 

1,034,495 

Loans to individuals. 

348,354 

4,921 

24,061 

49,902 

269,471 

568,136 

Credit cards. 

155,990 

258 

5,007 

19,922 

130,802 

218,855 

Installment loans. 

192,365 

4,663 

19,053 

29,980 

138,669 

349,281 

All other loans and leases. 

197,098 

2,461 

10,534 

19,504 

164,599 

334,198 

Securities by type: 







U.S. Treasury securities. 

50,985 

1,449 

4,838 

6,020 

38,678 

102,117 

Mortgage-backed securities. 

234,651 

3,216 

19,066 

45,696 

166,673 

452,693 

Pass-through securities. 

160,851 

2,282 

11,881 

29,405 

117,283 

284,510 

Collateralized mortgage obligations. 

73,801 

933 

7,185 

16,291 

49,391 

168,183 

Other securities. 

230,427 

11,390 

40,499 

40,105 

138,432 

491,718 

Other U.S. government securities. 

76,531 

8,083 

24,728 

20,557 

23,163 

223,963 

State and local government securities. 

39,840 

2,532 

11,000 

8,144 

18,165 

90,154 

Other debt securities. 

90,576 

376 

2,932 

7,871 

79,398 

137,900 

Equity securities. 

23,480 

401 

1,840 

3,534 

17,706 

39,700 

Memoranda: 







Agricultural production loans. 

20,967 

3,558 

5,048 

3,003 

9,358 

47,013 

Pledged securities. 

253,566 

6,068 

30,389 

43,841 

173,267 

534,708 

Book value of securities. 

528,386 

16,373 

65,804 

93,549 

352,660 

1,068,222 

Available-for-sale securities. 

483,997 

13,060 

53,444 

75,216 

342,277 

926,116 

Held-to-maturity securities. 

44,389 

3,313 

12,360 

18,333 

10,383 

142,106 

Market value of securities. 

515,252 

15,999 

64,168 

91,424 

343,660 

1,043,320 

Available-for-sale securities. 

471,674 

12,742 

52,043 

73,489 

333,399 

904,423 

Held-to-maturity securities . 

43,578 

3,257 

12,125 

17,935 

10,261 

138,897 
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Past-due and nonaccrual loans and leases of national banks by asset size 

June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Loans and leases past due 30-89 days. 

$23,424 

$436 

$1,685 

$2,938 

$18,365 

$39,429 

Loans secured by real estate. 

9,657 

204 

776 

1,045 

7,631 

15,968 

1-4 family residential mortgages. 

6,390 

123 

411 

517 

5,339 

9,845 

Home equity loans. 

565 

3 

26 

75 

461 

835 

Multifamily residential mortgages. 

123 

2 

17 

17 

87 

259 

Commercial RE loans. 

1,310 

43 

224 

256 

786 

2,781 

Construction RE loans. 

741 

17 

68 

150 

506 

1,419 

Earmland loans. 

148 

16 

31 

31 

70 

323 

RE loans from foreign offioes. 

381 

0 

0 

0 

381 

505 

Commercial and industrial loans. 

4,666 

134 

408 

666 

3,458 

8,807 

Loans to individuals. 

7,314 

96 

455 

1,067 

5,697 

11,875 

Credit cards. 

3,618 

6 

162 

505 

2,945 

5,266 

Installment loans. 

3,696 

90 

293 

562 

2,751 

6,610 

All other loans and leases. 

1,787 

2 

45 

160 

1,579 

2,780 

Loans and leases past due 90+ days. 

5,790 

97 

396 

815 

4,481 

9,519 

Loans secured by real estate. 

1,421 

44 

164 

204 

1,009 

2,619 

1-4 family residential mortgages. 

864 

23 

80 

119 

644 

1,518 

Home equity loans. 

68 

1 

3 

9 

54 

108 

Multifamily residential mortgages. 

20 

0 

5 

3 

12 

45 

Commercial RE loans. 

276 

11 

52 

49 

163 

558 

Construction RE loans. 

143 

2 

12 

16 

114 

248 

Earmland loans. 

35 

7 

13 

9 

6 

121 

RE loans from foreign offices. 

16 

0 

0 

0 

16 

21 

Commercial and industrial loans. 

633 

38 

89 

80 

427 

1,306 

Loans to individuals. 

3,328 

15 

131 

511 

2,671 

5,064 

Credit cards. 

2,368 

3 

88 

374 

1,903 

3,217 

Installment loans. 

960 

13 

43 

137 

768 

1,846 

All other loans and leases. 

407 

0 

12 

20 

375 

530 

Nonaccrual loans and leases. 

17,187 

231 

898 

1,203 

14,855 

27,120 

Loans secured by real estate. 

6,259 

106 

445 

645 

5,063 

9,860 

1-4 family residential mortgages. 

3,180 

34 

161 

222 

2,762 

4,705 

Home equity loans. 

185 

1 

8 

15 

161 

261 

Multifamily residential mortgages. 

87 

2 

5 

9 

71 

164 

Commercial RE loans. 

1,559 

33 

202 

281 

1,042 

2,848 

Construction RE loans. 

445 

10 

32 

91 

313 

844 

Earmland loans. 

155 

26 

37 

28 

65 

339 

RE loans from foreign offices. 

649 

0 

0 

(0) 

649 

699 

Commercial and industrial loans. 

8,221 

108 

353 

457 

7,303 

13,241 

Loans to individuals. 

1,554 

15 

78 

53 

1,408 

2,435 

Credit cards. 

436 

1 

38 

5 

393 

895 

Installment loans. 

1,118 

14 

40 

48 

1,015 

1,540 

All other loans and leases. 

1,153 

2 

23 

48 

1,080 

1,583 
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Liabilities of national banks by asset size 
June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Total liabilities and equity capital. 

$3,363,723 

$58,725 

$253,097 

$395,819 

$2,656,082 

$5,983,262 

Deposits in domestic offices. 

$1,788,873 

$49,253 

$202,332 

$260,725 

$1,276,562 

$3,288,563 

Deposits in foreign offices. 

408,226 

0 

459 

2,714 

405,053 

685,411 

Total deposits. 

2,197,099 

49,253 

202,791 

263,439 

1,681,615 

3,973,973 

Noninterest to earnings. 

426,947 

7,932 

32,114 

46,849 

340,051 

723,982 

Interest bearing. 

1,770,152 

41,321 

170,677 

216,590 

1,341,564 

3,249,991 

Other borrowed funds. 

667,215 

2,362 

23,045 

87,910 

553,898 

1,128,512 

Subordinated notes and debentures. 

59,787 

4 

149 

2,264 

57,369 

82,216 

All other liabilities . 

154,094 

575 

2,827 

7,339 

143,353 

295,080 

Equity capital. 

285,529 

6,530 

24,285 

34,867 

219,847 

503,481 

Total deposits by depositor: 







Individuals and corporations. 

1,943,584 

44,518 

184,731 

245,877 

1,468,457 

3,531,282 

U.S., state, and local governments. 

76,820 

3,961 

14,405 

12,381 

46,073 

157,877 

Depositories in the U.S. 

81,062 

401 

2,136 

2,882 

75,643 

110,362 

Foreign banks and governments. 

82,554 

0 

233 

935 

81,386 

147,064 

Certified and official checks. 

10,204 

373 

1,287 

1,354 

7,191 

18,918 

All other foreign office deposits. 

2,875 

0 

0 

10 

2,865 

8,470 

Domestic deposits by depositor: 







Individuals and corporations. 

1,669,450 

44,518 

184,482 

243,823 

1,196,627 

3,057,017 

U.S., state, and local governments. 

76,820 

3,961 

14,405 

12,381 

46,073 

157,877 

Depositories in the U.S. 

28,090 

401 

2,116 

2,858 

22,715 

45,311 

Foreign banks and governments. 

5,584 

0 

43 

309 

5,232 

10,805 

Certified and official checks. 

8,929 

373 

1,287 

1,354 

5,915 

17,553 

Foreign deposits by depositor: 







Individuals and corporations. 

274,133 

0 

249 

2,054 

271,830 

474,265 

Depositories in the U.S. 

52,972 

0 

20 

25 

52,928 

65,052 

Foreign banks and governments. 

76,970 

0 

190 

626 

76,155 

136,259 

Certified and official checks. 

1,276 

0 

0 

0 

1,275 

1,365 

All other deposits. 

2,875 

0 

0 

10 

2,865 

8,470 

Deposits in domestic offices by type: 







Transaction deposits. 

362,885 

14,929 

51,491 

42,081 

254,384 

666,181 

Demand deposits. 

302,400 

7,925 

30,340 

34,611 

229,525 

521,120 

NCW accounts. 

59,442 

6,863 

20,728 

7,311 

24,540 

142,617 

Savings deposits. 

776,090 

10,044 

56,887 

118,436 

590,724 

1,313,860 

Money market deposit accounts. 

530,756 

5,396 

33,999 

77,190 

414,171 

884,492 

ether savings deposits. 

245,335 

4,648 

22,888 

41,246 

176,553 

429,368 

Time deposits. 

649,897 

24,280 

93,955 

100,208 

431,454 

1,308,520 

Small time deposits. 

391,012 

17,111 

62,956 

64,007 

246,937 

774,673 

Large time deposits. 

258,886 

7,169 

30,999 

36,201 

184,517 

533,847 
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Off-balance-sheet items of national banks by asset size 
June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Unused commitments. 

$2,936,617 

$81,720 

$197,581 

$243,335 

$2,413,981 

$4,172,965 

Home equity lines. 

117,857 

339 

4,038 

9,983 

103,497 

161,163 

Credit card lines. 

1,712,202 

77,245 

168,771 

184,405 

1,281,781 

2,288,761 

Commercial RE, construction and land. 

76,406 

1,049 

7,159 

11,887 

56,311 

146,921 

All other unused commitments. 

1,030,151 

3,087 

17,612 

37,059 

972,393 

1,576,120 

Letters of credit: 







Standby letters of credit. 

145,715 

149 

1,450 

5,239 

138,876 

243,780 

Financial letters of credit. 

116,728 

98 

947 

3,955 

111,728 

202,016 

Performance letters of credit. 

28,987 

52 

503 

1,284 

27,148 

41,765 

Commercial letters of credit. 

21,266 

29 

634 

671 

19,932 

31,571 

Securities borrowed and lent: 







Securities borrowed. 

20,464 

29 

634 

5,571 

14,229 

28,520 

Seeurities lent. 

74,669 

15 

471 

7,886 

66,297 

486,762 

Financial assets transferred with recourse: 







Mortgages—outstanding principal balance. 

38,999 

45 

96 

5,448 

33,409 

62,903 

Mortgages—amount of recourse exposure. 

8,360 

32 

88 

474 

7,766 

13,618 

All other—outstanding principal balance. 

267,398 

1 

1,957 

34,063 

231,376 

314,344 

All other—amount of recourse exposure. 

15,779 

0 

154 

3,020 

12,605 

20,687 

Spot foreign exchange contracts. 

270,289 

0 

24 

50 

270,215 

382,159 

Credit derivatives (notional value) 







Reporting bank is the guarantor. 

34,321 

0 

5 

7 

34,309 

156,406 

Reporting bank is the beneficiary. 

51,618 

0 

0 

0 

51,618 

205,353 

Derivative contracts (notional value) . 

14,661,921 

16 

1,726 

28,325 

14,631,854 

39,302,072 

Futures and forward contracts. 

4,936,167 

6 

147 

1,394 

4,934,619 

10,327,211 

Interest rate contracts. 

2,342,444 

6 

94 

1,117 

2,341,227 

5,518,619 

Foreign exohange contracts. 

2,551,991 

0 

53 

277 

2,551,661 

4,682,810 

All other futures and forwards. 

41,732 

0 

0 

0 

41,732 

125,781 

Option contraots. 

2,847,340 

10 

594 

9,831 

2,836,904 

7,656,517 

Interest rate oontracts. 

2,235,449 

10 

544 

9,681 

2,225,215 

6,004,199 

Foreign exchange contracts. 

384,522 

0 

50 

2 

384,470 

897,026 

All other options. 

227,369 

0 

1 

149 

227,220 

755,293 

Swaps. 

6,792,476 

0 

980 

17,092 

6,774,403 

20,956,586 

Interest rate oontracts. 

6,457,255 

0 

980 

16,370 

6,439,906 

19,904,720 

Foreign exohange contraots. 

261,169 

0 

0 

656 

260,513 

886,265 

All other swaps. 

74,052 

0 

0 

67 

73,985 

165,601 

Memoranda: Derivatives by purpose 







Contracts held for trading. 

13,460,329 

0 

78 

5,894 

13,454,357 

37,257,328 

Contracts not held for trading . 

1,115,653 

16 

1,643 

22,424 

1,091,569 

1,682,986 

Memoranda: Derivatives by position 







Held for trading—positive fair value. 

146,901 

0 

0 

139 

146,762 

411,868 

Held for trading—negative fair value. 

141,027 

0 

0 

44 

140,983 

402,294 

Not for trading—positive fair value. 

4,754 

0 

17 

100 

4,637 

8,106 

Not for trading—negative fair value. 

8,032 

0 

6 

238 

7,788 

11,521 
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Quarterly income and expenses of national banks by asset size 
Second quarter 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Net income. 

$6,622 

$201 

$840 

$1,029 

$4,551 

$14,702 

Net interest income. 

29,444 

622 

2,596 

3,779 

22,447 

51,072 

Total Interest income. 

60,376 

1,108 

4,808 

7,439 

47,021 

105,936 

On loans. 

46,334 

807 

3,644 

5,455 

36,428 

78,471 

From lease financing receivables. 

1,940 

3 

30 

79 

1,827 

2,753 

On balances due from depositories. 

912 

10 

26 

46 

831 

1,674 

On securities. 

8,852 

246 

1,012 

1,596 

5,998 

17,292 

From assets held In trading account. 

786 

(0) 

1 

16 

769 

2,335 

On fed. funds sold & securities repurchased. 

1,553 

42 

96 

247 

1,169 

3,410 

Less: Interest expense. 

30,932 

485 

2,213 

3,660 

24,574 

54,864 

On deposits. 

19,947 

454 

1,877 

2,270 

15,346 

36,711 

Of federal funds purchased & securities sold. 

3,812 

11 

126 

612 

3,062 

6,931 

On demand notes & other borrowed money*. 

6,172 

20 

207 

739 

5,206 

9,780 

On subordinated notes and debentures. 

1,001 

0 

3 

39 

959 

1,441 

Less: Provision for losses. 

5,054 

39 

213 

478 

4,323 

7,191 

Noninterest income. 

21,667 

360 

1,291 

2,341 

17,675 

35,604 

From fiduciary activities. 

2,353 

29 

171 

412 

1,741 

5,388 

Service charges on deposits. 

3,888 

75 

266 

415 

3,131 

5,836 

Trading revenue. 

1,327 

0 

7 

17 

1,303 

3,036 

From interest rate exposures. 

244 

0 

7 

10 

228 

994 

From foreign exohange exposures. 

771 

0 

0 

3 

768 

1,336 

From equity seourity and index exposures. 

289 

0 

0 

7 

282 

522 

From commodity and other exposures. 

22 

0 

0 

(2) 

24 

183 

Total other noninterest income. 

14,100 

256 

847 

1,497 

11,501 

21,343 

Gains/losses on securities. 

(983) 

(1) 

(9) 

(100) 

(872) 

(1,044) 

Less: Noninterest expense. 

34,022 

667 

2,436 

3,881 

27,037 

55,159 

Salaries and employee benefits. 

12,146 

291 

1,023 

1,403 

9,429 

21,854 

Of premises and fixed assets. 

3,880 

74 

294 

431 

3,081 

6,573 

Other noninterest expense. 

17,997 

303 

1,119 

2,046 

14,528 

26,731 

Less: Taxes on income before extraord. items. 

4,429 

73 

388 

631 

3,338 

8,577 

Income/loss from extraord. items, net of taxes. 

16 

22 

(0) 

(6) 

0 

13 

Memoranda: 







Net operating income. 

7,438 

202 

847 

1,111 

5,278 

15,564 

Income before taxes and extraordinary items. 

11,051 

274 

1,228 

1,660 

7,890 

23,282 

Income net of taxes before extraordinary items. 

6,622 

201 

840 

1,029 

4,551 

14,706 

Cash dividends declared. 

6,872 

112 

482 

841 

5,437 

11,246 

Net loan and lease losses. 

3,632 

26 

169 

369 

3,067 

5,232 

Charge-offs to loan and lease reserve. 

4,567 

36 

224 

461 

3,847 

6,643 

Less: Recoveries credited to loan & lease resv. 

935 

9 

55 

91 

780 

1,412 


* Includes mortgage indebtedness 
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Year-to-date income and expenses of national banks by asset size 
Through June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Net income. 

$f8,161 

$411 

$1,655 

$2,542 

$13,554 

$34,241 

Net interest income. 

58,380 

1,216 

5,103 

7,405 

44,655 

101,128 

Total Interest income. 

117,629 

2,158 

9,363 

14,287 

91,821 

206,252 

On loans. 

90,361 

1,562 

7,070 

10,508 

71,220 

152,837 

From lease financing receivables. 

3,599 

7 

59 

149 

3,383 

5,127 

On balances due from depositories. 

1,648 

19 

52 

81 

1,496 

3,147 

On securities. 

17,608 

484 

1,996 

3,099 

12,029 

34,226 

From assets held In trading account. 

1,462 

0 

2 

30 

1,430 

4,350 

On fed. funds sold & securities repurchased. 

2,952 

87 

184 

419 

2,262 

6,565 

Less: Interest expense. 

59,249 

942 

4,260 

6,882 

47,165 

105,124 

On deposits. 

38,212 

883 

3,630 

4,327 

29,372 

70,477 

Of federal funds purchased & securities sold. 

7,317 

20 

235 

1,136 

5,925 

13,188 

On demand notes & other borrowed money*. 

11,783 

39 

389 

1,340 

10,015 

18,691 

On subordinated notes and debentures. 

1,938 

0 

6 

79 

1,853 

2,768 

Less: Provision for losses. 

9,137 

70 

406 

869 

7,792 

12,973 

Noninterest income. 

46,436 

711 

2,525 

5,045 

38,154 

74,042 

From fiduciary activities. 

4,933 

59 

332 

816 

3,726 

10,875 

Service charges on deposits. 

7,610 

140 

511 

783 

6,175 

11,391 

Trading revenue. 

3,135 

3 

24 

50 

3,058 

6,891 

From interest rate exposures. 

1,025 

3 

23 

33 

966 

2,717 

From foreign exohange exposures. 

1,504 

0 

1 

4 

1,499 

2,676 

From equity security and index exposures. 

571 

0 

0 

14 

557 

1,146 

From commodity and other exposures. 

35 

0 

0 

0 

35 

352 

Total other noninterest income. 

30,759 

509 

1,659 

3,396 

25,195 

44,885 

Gains/losses on securities. 

(1,686) 

(4) 

(17) 

(165) 

(1,500) 

(1,772) 

Less: Noninterest expense. 

65,016 

1,321 

4,786 

7,439 

51,470 

107,112 

Salaries and employee benefits. 

24,593 

580 

2,031 

2,767 

19,216 

44,254 

Of premises and fixed assets. 

7,827 

145 

578 

839 

6,264 

13,207 

Other noninterest expense. 

32,596 

596 

2,178 

3,832 

25,990 

49,651 

Less: Taxes on income before extraord. items. 

10,833 

145 

764 

1,430 

8,494 

19,084 

Income/loss from extraord. items, net of taxes. 

16 

22 

(0) 

(6) 

0 

13 

Memoranda: 







Net operating income. 

19,418 

391 

1,667 

2,674 

14,686 

35,564 

Income before taxes and extraordinary items. 

28,978 

533 

2,419 

3,978 

22,048 

53,312 

Income net of taxes before extraordinary items. 

18,145 

388 

1,655 

2,548 

13,554 

34,228 

Cash dividends declared. 

13,542 

248 

979 

2,427 

9,888 

22,761 

Net loan and lease losses. 

7,249 

43 

361 

771 

6,075 

10,273 

Charge-offs to loan and lease reserve. 

9,133 

63 

471 

957 

7,642 

13,135 

Less: Recoveries credited to loan & lease resv. 

1,884 

20 

111 

186 

1,567 

2,862 


* Includes mortgage indebtedness 
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Quarterly net loan and lease losses of national banks by asset size 
Second quarter 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Net charge-offs to loan and lease reserve. 

$3,632 

$26 

$169 

$369 

$3,067 

$5,232 

Loans secured by real estate. 

217 

2 

8 

40 

167 

314 

1-4 family residential mortgages. 

129 

1 

5 

27 

95 

187 

Home equity loans. 

29 

0 

0 

4 

25 

36 

Multifamily residential mortgages. 

8 

0 

0 

0 

7 

7 

Commercial RE loans. 

30 

(0) 

2 

6 

23 

53 

Construction RE loans. 

3 

0 

0 

2 

(0) 

10 

Earmland loans. 

(0) 

0 

0 

0 

(1) 

3 

RE loans from foreign offices. 

19 

0 

0 

(0) 

19 

18 

Commercial and industrial loans. 

1,153 

13 

28 

37 

1,075 

1,705 

Loans to individuals. 

2,112 

12 

130 

284 

1,686 

2,986 

Credit cards. 

1,603 

5 

109 

234 

1,254 

2,232 

Installment loans. 

510 

7 

21 

50 

432 

754 

All other loans and leases. 

150 

0 

3 

8 

139 

226 

Charge-offs to loan and lease resen/e. 

4,567 

36 

224 

461 

3,847 

6,643 

Loans secured by real estate. 

309 

3 

13 

51 

242 

448 

1-4 family residential mortgages. 

167 

2 

8 

32 

125 

241 

Home equity loans. 

38 

(0) 

0 

6 

32 

48 

Multifamily residential mortgages. 

8 

0 

1 

0 

7 

9 

Commercial RE loans. 

62 

1 

3 

9 

49 

101 

Construction RE loans. 

9 

0 

1 

3 

5 

18 

Earmland loans. 

2 

0 

1 

1 

1 

7 

RE loans from foreign offices. 

22 

0 

0 

0 

22 

22 

Commercial and industrial loans. 

1,344 

16 

44 

57 

1,227 

2,019 

Loans to individuals. 

2,712 

16 

163 

341 

2,191 

3,864 

Credit cards. 

1,897 

6 

127 

262 

1,501 

2,662 

Installment loans. 

815 

10 

36 

79 

690 

1,201 

All other loans and leases. 

203 

0 

4 

12 

187 

313 

Recoveries credited to loan and lease reserve. 

935 

9 

55 

91 

780 

1,412 

Loans secured by real estate. 

92 

1 

5 

11 

75 

133 

1-4 family residential mortgages. 

38 

1 

3 

5 

30 

54 

Home equity loans. 

9 

(0) 

0 

1 

8 

13 

Multifamily residential mortgages. 

0 

0 

0 

0 

0 

2 

Commercial RE loans. 

32 

1 

2 

3 

27 

48 

Construction RE loans. 

6 

0 

0 

1 

5 

8 

Earmland loans. 

2 

0 

0 

0 

2 

4 

RE loans from foreign offices. 

3 

0 

0 

0 

3 

4 

Commercial and industrial loans. 

191 

4 

16 

20 

152 

313 

Loans to individuals. 

599 

4 

32 

57 

506 

878 

Credit cards. 

294 

1 

18 

28 

247 

430 

Installment loans. 

305 

3 

15 

29 

258 

448 

All other loans and leases. 

53 

0 

2 

4 

47 

87 
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Year-to-date net loan and lease losses of national banks by asset size 

Through June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

Number of institutions reporting. 

2,302 

1,162 

963 

131 

46 

8,477 

Net charge-offs to loan and lease reserve. 

7,249 

43 

361 

771 

6,075 

10,273 

Loans secured by real estate. 

430 

2 

12 

67 

349 

588 

1-4 family residential mortgages. 

272 

2 

8 

45 

217 

370 

Home equity loans. 

65 

0 

1 

8 

56 

78 

Multifamily residential mortgages. 

1 

0 

1 

(1) 

1 

2 

Commercial RE loans. 

59 

(0) 

2 

11 

46 

91 

Construction RE loans. 

3 

0 

0 

2 

1 

16 

Earmland loans. 

(12) 

(0) 

1 

0 

(13) 

(9) 

RE loans from foreign offices. 

42 

0 

0 

(0) 

42 

41 

Commercial and industrial loans. 

2,063 

19 

49 

76 

1,918 

2,996 

Loans to individuals. 

4,466 

22 

293 

617 

3,535 

6,269 

Credit cards. 

3,309 

9 

248 

495 

2,557 

4,621 

Installment loans. 

1,157 

13 

45 

122 

978 

1,648 

All other loans and leases. 

291 

0 

6 

12 

273 

420 

Charge-offs to loan and lease resen/e. 

9,133 

63 

471 

957 

7,642 

13,135 

Loans secured by real estate. 

617 

5 

22 

88 

503 

856 

1-4 family residential mortgages. 

342 

3 

12 

54 

273 

471 

Home equity loans. 

81 

0 

1 

11 

70 

102 

Multifamily residential mortgages. 

9 

0 

1 

0 

8 

12 

Commercial RE loans. 

120 

1 

6 

17 

96 

182 

Construction RE loans. 

15 

1 

1 

4 

9 

31 

Earmland loans. 

3 

0 

1 

1 

1 

9 

RE loans from foreign offices. 

47 

0 

0 

0 

47 

48 

Commercial and industrial loans. 

2,439 

27 

81 

111 

2,221 

3,660 

Loans to individuals. 

5,666 

30 

359 

736 

4,540 

8,012 

Credit cards. 

3,886 

11 

286 

551 

3,039 

5,485 

Installment loans. 

1,780 

20 

74 

186 

1,501 

2,527 

All other loans and leases. 

410 

0 

10 

22 

378 

607 

Recoveries credited to loan and lease reserve. 

1,884 

20 

111 

186 

1,567 

2,862 

Loans secured by real estate. 

188 

3 

10 

21 

154 

268 

1-4 family residential mortgages. 

71 

1 

4 

9 

56 

101 

Home equity loans. 

17 

0 

0 

2 

14 

25 

Multifamily residential mortgages. 

8 

0 

0 

1 

7 

11 

Commercial RE loans. 

61 

1 

3 

6 

50 

91 

Construction RE loans. 

12 

0 

1 

2 

8 

16 

Earmland loans. 

15 

0 

0 

0 

14 

18 

RE loans from foreign offices. 

5 

0 

0 

0 

5 

6 

Commercial and industrial loans. 

377 

8 

31 

35 

302 

664 

Loans to individuals. 

1,200 

8 

66 

120 

1,006 

1,743 

Credit cards. 

577 

2 

38 

56 

482 

864 

Installment loans. 

623 

7 

29 

64 

524 

879 

All other loans and leases. 

119 

0 

3 

10 

105 

187 
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Number of national banks by state and asset size 
June 30, 2000 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

All institutions. 

2,302 

1,162 

963 

131 

46 

8,477 

Alabama. 

24 

12 

12 

0 

0 

158 

Alaska. 

3 

1 

0 

2 

0 

6 

Arizona. 

17 

7 

5 

3 

2 

45 

Arkansas . 

46 

16 

30 

0 

0 

194 

California. 

83 

30 

45 

6 

2 

316 

Colorado. 

58 

38 

17 

2 

1 

187 

Connecticut. 

7 

3 

4 

0 

0 

22 

Delaware. 

16 

4 

7 

2 

3 

32 

District of Columbia. 

5 

2 

3 

0 

0 

6 

Florida. 

82 

33 

42 

7 

0 

264 

Georgia. 

65 

36 

27 

1 

1 

343 

Hawaii. 

1 

0 

1 

0 

0 

9 

Idaho. 

1 

0 

1 

0 

0 

17 

Illinois. 

200 

89 

99 

8 

4 

721 

Indiana. 

32 

8 

18 

4 

2 

154 

Iowa. 

48 

26 

20 

2 

0 

442 

Kansas . 

107 

78 

27 

2 

0 

375 

Kentucky. 

58 

26 

29 

3 

0 

250 

Louisiana. 

19 

10 

6 

1 

2 

153 

Maine. 

6 

1 

4 

1 

0 

16 

Maryland. 

17 

6 

9 

2 

0 

76 

Massachusetts. 

13 

5 

6 

2 

0 

44 

Michigan . 

34 

14 

19 

0 

1 

173 

Minnesota. 

135 

79 

50 

3 

3 

500 

Mississippi. 

19 

7 

11 

1 

0 

99 

Missouri. 

49 

28 

17 

3 

1 

363 

Montana. 

18 

14 

2 

2 

0 

85 

Nebraska. 

85 

60 

22 

3 

0 

289 

Nevada. 

8 

2 

2 

3 

1 

30 

New Hampshire. 

6 

2 

2 

1 

1 

17 

New Jersey. 

25 

3 

13 

8 

1 

77 

New Mexico. 

17 

6 

8 

3 

0 

52 

New York. 

63 

17 

37 

8 

1 

149 

North Carolina. 

9 

2 

3 

1 

3 

71 

North Dakota. 

17 

7 

8 

2 

0 

111 

Ohio. 

93 

43 

34 

10 

6 

218 

Oklahoma. 

107 

70 

33 

4 

0 

295 

Oregon. 

4 

1 

2 

1 

0 

44 

Pennsylvania. 

94 

25 

59 

7 

3 

192 

Rhode Island. 

2 

0 

0 

1 

1 

6 

South Carolina. 

24 

17 

6 

1 

0 

79 

South Dakota. 

22 

12 

8 

1 

1 

100 

Tennessee . 

28 

8 

17 

1 

2 

194 

Texas. 

367 

237 

121 

6 

3 

736 

Utah. 

9 

2 

4 

2 

1 

54 

Vermont. 

11 

3 

8 

0 

0 

18 

Virginia. 

35 

13 

19 

3 

0 

148 

Washington. 

16 

13 

3 

0 

0 

83 

West Virginia. 

25 

10 

11 

4 

0 

79 

Wisconsin. 

51 

25 

24 

2 

0 

317 

Wyoming. 

21 

11 

8 

2 

0 

50 

U.S. territories. 

0 

0 

0 

0 

0 

18 
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Total assets of national banks by state and asset size 
June 30, 2000 

(Dollar figures in millions) 



All 

national 

banks 

National banks 

Memoranda: 

All 

commercial 

banks 

Less than 
$100 
million 

$100 
million to 
$1 billion 

$1 billion 
to $10 
billion 

Greater 
than $10 
billion 

All institutions. 

$3,363,723 

$58,725 

$253,097 

$395,819 

$2,656,082 

$5,983,262 

Alabama. 

3,688 

701 

2,988 

0 

0 

181,287 

Alaska. 

4,499 

57 

0 

4,442 

0 

5,447 

Arizona. 

51,588 

237 

2,140 

12,579 

36,633 

55,351 

Arkansas . 

8,612 

966 

7,646 

0 

0 

26,194 

California. 

170,759 

1,519 

15,103 

19,481 

134,655 

300,090 

Colorado. 

25,117 

1,851 

4,383 

5,732 

13,151 

44,584 

Connecticut. 

921 

209 

713 

0 

0 

2,849 

Delaware. 

85,969 

222 

2,173 

4,493 

79,081 

128,910 

District of Columbia. 

579 

61 

518 

0 

0 

694 

Florida. 

24,505 

1,918 

10,449 

12,138 

0 

56,066 

Georgia. 

23,198 

1,821 

6,240 

4,943 

10,193 

160,770 

Hawaii. 

298 

0 

298 

0 

0 

23,591 

Idaho. 

214 

0 

214 

0 

0 

2,284 

Illinois. 

230,691 

4,597 

24,363 

28,260 

173,470 

354,059 

Indiana. 

45,080 

386 

6,553 

6,450 

31,691 

69,022 

Iowa. 

13,399 

1,327 

4,650 

7,421 

0 

43,238 

Kansas . 

18,375 

3,656 

8,166 

6,552 

0 

36,267 

Kentucky. 

24,317 

1,609 

5,406 

17,302 

0 

50,993 

Louisiana. 

35,092 

613 

1,202 

5,672 

27,606 

50,493 

Maine. 

5,777 

40 

1,403 

4,333 

0 

9,249 

Maryland. 

5,973 

339 

2,418 

3,216 

0 

45,966 

Massachusetts. 

8,938 

262 

1,280 

7,396 

0 

102,822 

Michigan . 

16,346 

649 

4,238 

0 

11,459 

131,814 

Minnesota. 

158,123 

3,655 

12,733 

5,573 

136,161 

179,857 

Mississippi. 

10,011 

335 

2,920 

6,756 

0 

30,545 

Missouri. 

44,274 

1,444 

5,470 

17,569 

19,791 

80,771 

Montana. 

3,515 

570 

369 

2,577 

0 

10,453 

Nebraska. 

16,370 

2,787 

5,240 

8,343 

0 

29,181 

Nevada. 

24,111 

77 

320 

13,677 

10,037 

36,242 

New Hampshire. 

19,512 

53 

380 

4,913 

14,166 

21,647 

New Jersey. 

56,280 

155 

3,863 

23,452 

28,810 

117,861 

New Mexico. 

12,248 

299 

2,703 

9,245 

0 

16,176 

New York. 

384,762 

1,168 

11,469 

15,299 

356,826 

1,198,838 

North Carolina. 

911,407 

74 

1,169 

2,768 

907,396 

988,721 

North Dakota. 

6,797 

287 

2,553 

3,956 

0 

12,248 

Ohio. 

267,527 

2,067 

9,655 

21,049 

234,756 

329,700 

Oklahoma. 

24,122 

3,559 

6,228 

14,335 

0 

40,688 

Oregon. 

8,024 

4 

553 

7,467 

0 

15,117 

Pennsylvania. 

153,205 

1,442 

17,069 

15,002 

119,692 

195,773 

Rhode Island. 

152,644 

0 

0 

5,310 

147,334 

162,303 

South Carolina. 

4,639 

793 

1,986 

1,861 

0 

22,470 

South Dakota. 

27,955 

437 

2,585 

6,969 

17,964 

35,862 

Tennessee . 

65,931 

575 

4,811 

7,848 

52,696 

86,683 

Texas. 

131,390 

11,811 

28,426 

15,917 

75,236 

183,553 

Utah. 

27,189 

46 

788 

9,076 

17,279 

71,453 

Vermont. 

3,224 

185 

3,039 

0 

0 

7,594 

Virginia. 

13,240 

653 

4,810 

7,777 

0 

56,484 

Washington. 

1,602 

620 

982 

0 

0 

14,619 

West Virginia. 

13,247 

543 

2,400 

10,304 

0 

22,326 

Wisconsin. 

12,990 

1,590 

6,751 

4,649 

0 

76,210 

Wyoming. 

5,450 

454 

1,279 

3,717 

0 

8,534 

U.S. territories. 

0 

0 

0 

0 

0 

49,316 
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f Southeastern District 


Northeastern District 

New York District Office 
1114 Avenue of the Americas 
Suite 3900 

New York, NY 10036-7780 
(212) 819-9860 


Southwestern District 

Daiias District Office 
1600 Lincoin Piaza, Suite 1600 
500 North Akard Street 
Daiias, TX 75201-3394 

(214) 720-0656 


Central District 

Chicago District Office 
One Financiai Piace, Suite 2700 
440 South LaSaiie Street 
Chicago, iL 60605-1073 

(312) 360-8800 


Midwestern District 


Southeastern District Western District 


Kansas City District Office 
2345 Grand Bouievard 
Suite 700 

Kansas City, MO 64108-2683 
(816) 556-1800 


Atianta District Office 
Marquis One Tower, Suite 600 
245 Peachtree Center Ave., NE 
Atianta, GA 30303-1223 

(404) 659-8855 

Headquarters 

Washington Office 
250 E Street, SW 
Washington, DC 20219-0001 

(202) 874-5000 


San Erancisco District Office 
50 Eremont Street 
Suite 3900 

San Erancisco, CA 94105-2292 
(415) 545-5900 


Eor more information on the Office of the Comptroller of the Currenoy, contact: 

OCC Public Information Room, Communications Division, Washington, DC 20219 
fax (202) 874-4448****e-mail Kevin.Satterfield@occ.treas.gov 

See the Quarterly Journal on the World Wide Web at http://www.occ.treas.gov/qj/qj.htm 






























